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The Growth Process 
in a “Dual” Economic System“ 


1. The General Character of “Dualism” 


The recent literature on the connection between economic 
growth and capital accumulation has been primarily concerned with 
one or the other of two cases: growth in the “ advanced ” economy, 
or development of the “ primitive” economy which is only just 
beginning to move out of the so-called “ pre-industrialisation ” stage 
into that of industrialisation proper. 

The Italian case is a “ mixed ” one, to which neither the growth 
models of the fully advanced economy nor those of the pre- 
dominantly primitive one adequately correspond. It is a familiar 
fact that Italy’s economy still contains, alongside a highly developed 
sector, characterised by the hired labour system, large-scale opera- 
tions, modern capital-using methods of production and a reasonably 
high income per head, a large “ pre-industrial ” or “ pre-capitalistic ” 
sector based predominantly on artisan or family labour, minutely 
small-scale operations and a minimum provision of capital, and with 
a very low income level per head. This fact sets it apart both from 
the “ advanced ” economies where this second type of organisation 
has survived only in a much more limited measure, and where no 
such marked cleavage in income levels exists, and from those “prim- 
itive ” economies where the traditional forms of industrial and agri- 
cultural enterprise have hardly begun to give way to more modern 
forms, and where almost the entire population is living on incomes 
not much above the subsistence level. It may perhaps be said that 


(1) This article enters more deeply into the analytical foundations of an earlier article, 
largely devoted to the statistical evidence, on the economic growth of Italy during recent 
years. Cf, “ Some Characteristics of Italian Economic Development ”, 1950-1955, Banca Nazio- 
nale del Lavoro, Quarterly Review, No. 39, September-December 1956. 
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the Italian economy has remained — after about three quarters of 
a century of industrial development along modern lines — roughly 
a half-and-half system. 

Why it was that this dualism in organisational forms and 
earnings levels could persist in a degree not found in other countries 
which had their industrial revolutions earlier, but not so very much 
earlier, than Italy need not concern us at this point; although I shall 
suggest one possible reason in the final section of this article. The 
historical explanation which we give will depend, of course, on 
what we believe to be the root cause of such dualism. My main 
purpose here will be to investigate what seems to me to be the most 
plausible explanation of its origin, to analyse some of its most 
important effects on the present structure of Italy’s economy, and 
finally to examine certain special aspects of the problem of economic 
growth that arise in the dual system (2). 


2. The Labour Redundancy, and Market Imperfections Hypotheses 


The recent discussion of growth in the “ primitive ” or “ mixed ” 
economy has lead to a re-examination of the “Classical” problem 
of the connection between factor utilization and factor prices. A 
number of economists, while not denying that such a connection 
exists, have argued that the low availability of capital (and other 
resources) in relation to population may, in certain circumstances, 
make it impossible to achieve full employment at any positive wage 
rate (3). The circumstances they emphasize are the limited variabil- 


(2) A large part of the vast literature on economic development has explicitly or implic- 
itly dealt with various aspects of dualism. We cannot, for obvious reasons, quote all of it 
here. Attention may, however, be called particularly to A. O. Hirscuman, “ Investment Poli- 
cies and ‘Dualism ’ in Underdeveloped Countries”, American Economic Review, September 
1957, Pp. 550-70, in addition to writings to which more specific reference will be made in 
the text. 

For a critical analysis of some of the concepts — most of them not dealt with in this 
article — that have influenced recent Italian thinking about the problem of economic develop- 
ment, see Francesco Viro’s chapter on “ Lo stato presente della teoria dello sviluppo econo- 
mico e della teoria delle aree arretrate e il caso dell’Italia ” in the publication of the Catholic 
University of Milan entitled “I problemi dello sviluppo economico con particolare riguardo 
alle aree arretrate”, Milan, 1956, pp. 7-30. 

(3) This approach is not, of course, to be confused with that which assigns no role 
at all to factor prices as an element in the determination of output and employment levels. 
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ity of the technical coefficients of production, combined with a 
structure of domestic demand which has a marked slant towards 
capital-intensive products, and insufficient opportunities for export- 
ing labour-intensive products in exchange for imports of capital- 
intensive ones. Prof. Rosenstein-Rodan who, along with Prof. 
Eckhaus, has elaborated this thesis with an eye on the Italian 
situation (4), substantiates the last point by referring to the probabil- 
ity, as he sees it, that the price elasticity of foreign demand for 
italian industrial exports is too low to give much flexibility in 
factor proportions through international trade. He speaks of the 
difficulty which Italy would have in dominating the competition of 
other exporting countries such as the United Kingdom, Germany 
and Japan (5). This view of the ineffectiveness of price competition 
conflicts sharply with the generally accepted proposition of interna- 
tional trade theory that the price elasticity of foreign demand for 
the exports of a single country will be high, at least for those 
products of which it contributes only a limited proportion of the 
total trade in such products. And it seems to reflect a very special 
pessimism concerning Italy’s case and one which, if justified, would 
appear to cast serious doubts on her chances of reaching full employ- 
ment by any of the means that are usually regarded as available to 
her other than emigration. 

The above argument leads to the conclusion, as Prof. Eckhaus 
puts it (6), that the labour which is called “unemployed” or 
“ underemployed ” in underdeveloped areas is really redundant, in 
the sense that its absorption into the productive process would 
actually reduce the national product below the maximum level 
attainable. The achievement of full employment and the maximiza- 
tion of the national output are then conflicting rather than harmo- 
nious aims; and it will always be advantageous to sacrifice the first 
to the second, and to use the extra output to pay doles to the 
unemployed. 

He goes on to say that the difficulties just described may be 
aggravated by imperfections in the factor markets (wage rigidities) 


(4) See P. N. Rosenstein-Ropan, “Rapporti fra fattori produttivi nell’economia italiana”, 
L’ Industria, 1954, No. 4, pp. 463-70; R. S. Ecxnaus, “ Factor Proportions in Underdeveloped 
Areas *, American Economic Review, September 1955, pp. 539-65. 

(5) Loc. cit., p. 466. 

(6) Loc. cit.,p. 546n. 
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and in the product markets (monopoly). And he thinks that the 
situation created by the limited variability of technical coefficients 
combined with wage rigidities may be described with a closer 
approach to reality if we assume that the economy is divided into 
a fixed coefficients sector and a variable coefficients one, and that 
factor price ratios are more flexible in the latter than they are in 
the former (7). 

He concludes that if all these ingredients are put together they 
give us an explanation of phenomena which are characteristic of 
so-called underdeveloped areas, namely “the persistence of unem- 
ployment, the coexistence of ‘ modern’ capital-intensive techniques 
and methods using a great deal of labour and little capital, and 
large differentials in factor returns in different sectors” (8). So 
far as the relevance to Italy’s case is concerned, he is careful to point 
out that he is exploring a hypothesis. 

In this article I want to investigate an alternative hypothesis, 
which is capable of explaining the same phenomena, but which 
reduces to only part of the ingredients used by Prof. Eckhaus: 
imperfections in the factor markets, aggravated it may well be by 
imperfections in the product markets. 

In throwing the full weight on to the market imperfections 
hypothesis, I am of course admitting a propensity to the view that 
the variability of the proportions in which the factors can be used 
within the Italian economy is high. 

How flexible the average degree of capital intensity (9) is, or 
factor proportions more generally are, will undeniably depend on 


(7) Loc. cit., p. 561. 

(8) Loc. ait., p. 565. 

(9) In the literature “ capital intensity ” has been identified sometimes with the capital- 
labour ratio (defined in one of two alternative ways) and sometimes with the capital-output 
ratio. In the absence of innovations it does not much matter which expression we use, since 
all the ratios will then move together. When productivity is being raised by innovations, it 
becomes necessary to distinguish between the capital-labour ratio measured in terms of labour 
costs (i.e. as the ratio of “embodied ” labour to “current” labour) and the capital-labour 
ratio measured in terms of the value of capital goods (at constant prices) per worker. A 
constant (or falling) capital-labour ratio in the first sense may be accompanied by an increas- 
ing capital-labour ratio in the second sense; similarly a rising capital-labour ratio in the first 
sense may be accompanied by a falling capital-output ratio (defined as the ratio of “ embodied ” 
labour to output); and so on. All measures of the quantity “ capital ” raise difficulties which 
cannot be discussed in this article. 
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the particular conditions of the economy we are examining. For 
example, the industry mix (or relative weights of different industries 
with different factor proportions) will be more flexible if the 
economy can reach an income level high enough to allow the 
consumption of a great variety of goods, between which there are 
possibilities of substitution in response to changes in their relative 
prices, than if it is so poor that almost all its income must be spent 
on the most essential foodstuffs, and the demand for these is inelastic 
with respect to changes in their prices relative to those of other 
goods. The flexibility of the industry mix will also be greater if the 
economy is well located in “ world economic space” — to borrow 
a phrase from Prof. Spengler (10) — so that it can engage in 
commodity, and therefore factor substitution through international 
trade (exporting, say, goods that are relatively labour-intensive, and 
importing those that are natural resources- or capital-intensive) than 
if it is so unfavourably located that transport costs take the com- 
parative advantage out of most such exchanges, rendering it akin 
to a closed economy. 

I shall here take the more “ optimistic ” view concerning what 
are likely to be the conditions with which Italy is faced. An 
essential part of this view is, of course, the assumption — opposite 
to that made by exponents of the labour redundancy theory — 
that the price elasticity of foreign demand for her exports is 
high (11). I shall suppose, then, that the opportunities for direct 
factor substitution (flexibility of the technical coefficients) together 
with those for indirect factor substitution (through commodity 


(10) JoserH J. Spencter, “ Economic Factors in Economic Development”, American 
Economic Association, Papers and Proceedings, May 1957, p. 56. 

(11) Were the labour redundancy hypothesis valid, it would seem to imply that Italy 
would be unable to reach full employment even by increased capital investment. For as soon 
as we think in terms of “ three ” factors instead of two — in order to allow for Italy’s lack 
of many natural resources — we are once more faced with the problem of substituting the 
more abundant factor or factors for the less abundant one through international trade. 
Capital is after all only another way of lowering costs — it reduces labour costs by raising 
productivity. It would thus appear that the logic of the labour redundancy theory obliges 
us to doubt the efficacy even of capital accumulation as a cure for Italy’s problem, unless 
we fall back on the supposition — surely not a very convincing one — that foreign demand 
is price-elastic for the more capital-intensive goods but not for the less capital-intensive 
ones. Indeed, if we believe in the possibility of factor redundancy at all, we have to allow 
that the limitation on the local supply of the “third” factor may render capital as well as 
labour domestically redundant, even if capital has a better chance of emigrating abroad. 
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substitution in domestic and international markets combined) add 
up to a situation in which the proportions between labour and the 
cooperating factors are, over the system as a whole (though not of 
course in individual sectors) continuously variable in response to 
factor price changes. The capital- (or land-) labour ratio does not 
reach an irreducible minimum (12) at a level of employment short 
of full, and labour redundancy does not therefore exist. Limited 
variability of technical coefficients makes the average productivity 
curve, and the real demand curve, for labour fall faster than they 
would with continuously variable coefficients in all sectors. It 
makes the full employment real wage lower than it would be other- 
wise: but it does not — I shall here assume — make that wage zero. 

A similar conclusion holds for the effect of monopoly power 
exercised by producers in individual sectors of production. This 
will make the full employment wage lower, certainly, than it 
would be under perfect competition — and the more so the higher 
is the degree of monopoly — but it will never reduce that wage 
to zero (13). Probably the degree of monopoly is at present high 
in a number of sectors of Italian industry. The presumption that 
the degree will be the lower (14) the larger total market demand 
is in relation to the optimum size of the producing unit, holds out 
the hope that the degree may diminish as the aggregate volume of 
employment and output expands. This is a not unimportant aspect 
of economic growth to which we shall have further occasion to refer. 

With these preliminaries out of the way, I shall concentrate on 
the effects of imperfections in the factor markets. 


(12) I also exclude — more obviously — the possibility that Italy is approaching the 
other extreme of a maximum capital-labour ratio, leading (in the absence of capital-using 
innovations or capital export) to the redundancy of part of gross national savings and to 
what has been called “ secular stagnation ”. 

(13) This follows from the familiar proposition of monopoly theory that, when the 
elasticity of real demand for the output of a single firm is less than infinite (i.e. perfect 
competition does not prevail), the firm will employ labour up to the point where the real 
wage is equivalent not to the marginal physical product (or “ net” product) but to the latter 


multiplied by 1——, where 7 is the (always positive) elasticity of real demand confronting 
7 


the firm. (Cf. A. C. Picou, Employment and Equilibrium, 2nd edition, p. 68). Multipli- 
cation by this expression reduces the marginal (or “ net”) product — when this is always 
positive — by a certain fraction of itself but never to zero. 

(14) Reflecting the fact that y (see previous footnote) is larger. 
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3. The Mechanism Through Which the Wage Rate Influences the Degree 
of Capital Intensity in a Unified Wage System ; 


This section deals with an analytical point which some readers 
may prefer to skip, although it underlies a large part of the argu- 
ment of the subsequent sections. It concerns the mechanics of the 
process by which the real wage level that is actually set (let us say 
by collective contracts) affects the amount of labour that will be 
combined with the available capital supply. I assume for the 
moment that there is a uniform wage level enjoyed by all labour, 
and a single interest rate level. I neglect, that is to say, the 
complications raised by the existence of a dual labour market — in 
the sense which we have described above — and possibly also a 
dual capital market. 

In the “Classical” view, the optimum proportions between 
the factors labour and capital used to produce any commodity 
when the proportions were variable, and the optimum distribution 
of the factors between industries producing commodities requiring 
the use of those factors in different proportions, were dependent 
— given the technical conditions of production and the demand 
conditions — on the relative prices of the factors. The proportions 
were, that is to say, directly dependent on both the wage rate and 
the interest rate, and would shift in response to a movement of 
either one of these in relation to the other. This view was originally 
attacked by G. F. Shove (15) on the occasion of its re-exposition by 
Prof. J. R. Hicks. 

Shove made the point that, since wages enter into the cost of 
producing capital goods just as well as into the cost of operating 
them, an all-round rise (or fall) in wage rates — applying to all 
types of labour if the latter is not homogeneous (16) — will affect 
both categories of costs in the same proportion, and cannot therefore 


(15) C£. Economic Journal, September 1933, pp. 470-71. 

(16) When the labour force is not homogeneous but is divided into, say, two types, 
skilled and unskilled, the optimum capital-labour ratio may be affected by changes in the 
relative scarcity of the two types. An increase in the relative cost of skilled labour will 
reduce the optimum degree of mechanisation if the machines can only be operated by skilled 
hands; it will tend to increase the optimum degree if mechanisation helps to simplify tasks 
to the point where they can be accomplished by unskilled hands. Both of these connections 
between labour-skill and mechanisation have been explored in the recent literature. 
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be an inducement to raise (or lower) the capital-labour ratio. The 
highly capital-intensive techniques will not become cheaper (or 
dearer) relative to the less capital-intensive ones. Nor will capital- 
intensive goods become cheaper (or dearer) to produce relative to less 
capital-intensive ones. The optimum capital-labour ratio will rise 
(or fall) only in response to an absolute fall (or rise) in the interest 
rate, and not in response to every fall (or rise) in the ratio between 
it and the wage rate. 

Shove’s point never made its way fully into the generally 
accepted body of economic doctrine; and most of the more recent 
literature has continued to assume that the degree of capital intensity 
is directly influenced by the level of wages (17), and that the 
expression “ratio of factor prices” or “relative factor prices” 
adequately describes the variable on which the optimum capital- 
labour ratio depends. 

Shove’s objection is, however, impossible to controvert so long 
as we keep to the usual criterion of profit maximization, namely 
that the entrepreneur will employ capital up to the point where 
its prospective marginal productivity at both the “intensive” and 
“ extensive ” margins is equal to the interest rate on borrowed funds, 
or — what amounts to the same thing — to the point where the 
rate of return on the investment (valued at cost of acquisition) of 
the existing equity-holders is maximized (18). In what follows we 
shall keep to this criterion of profit maximization (19), which is 
— it should be observed — the one implicitly followed by most 
of those who accept the view that changes in the wage level directly 
influence the optimum degree of capital intensity. 

The question which we have now to examine is this: If, as 
seems intuitively obvious, the degree of capital intensity that pre- 


(17) A familiar corollary is that differences in the degree of capital intensity as between 
countries are primarily attributable to differences in wage levels. A notable exception to the 
general acceptance of this explanation is to be found in an article by H. W. Sincer, Revista 
Brasileira de Economia, September 1950. 

(18) Some writers have reached a conclusion opposite to that of Shove by adopting a 
different criterion of profit maximization. They have assumed that the entrepreneur invests 
only up to the point where the average rate of return on all the capital used’ in the firm is 
maximized. Under this assumption it is the interest rate which does not affect the degree 
of capital intensity and the wage rate which does. Cf. for example, Joan Rosinson, The 
Accumulation of Capital, London, 1956, Chapter to. 

(19) A justification has beer set out elsewhere. Cf. F. A. and V.C. Lurz, The Theory 
of Investment of the Firm, Princeton, 1950, Chapter 2. 
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vails in an economy must somehow be affected by the prevailing 
wage level, what is the mechanism — failing the one that was 
with good reason dismissed by Shove — on which this dependency 
hinges. 

Let us suppose that the real wage rate is raised in a situation 
where full employment exists, but where there is no new capital 
accumulation, and no innovations or other improvements capable 
of producing an autonomous rise — as opposed to the “ induced ” 
rise to which we shall refer immediately — in productivity (20). 
Now the only direct consequence of the rise in the real wage rate 
(and thus far we are bound to follow Shove) is undoubtedly on 
the level of aggregate employment and output, the less “ efficient ” 
units of production being pushed outside the margin of profitability. 
But, because it depresses the level of activity, the rise in the wage 
rate will exert an indirect effect on the degree of capital intensity: 
and this is how we come closer to Hicks’ conclusion than to Shove’s. 
The lower scale of employment means that a smaller amount of 
capital than before is required to maintain a given average capital- 
labour ratio. The interest rate will thus fall — unless capital losses 
are too heavy (21) — and it is the lower interest rate which will 
cause the investment of replacement funds to be more heavily con- 
centrated than previously in the more capital-intensive industries 
and methods. And the higher the real wage is pushed the further 
will the interest rate fall, or the easier will credit conditions appear 
to be. In what follows the expression “ fall in the interest rate ” 
will be used as an abbreviation for the broader concept of easier 
credit conditions (22). 


(20) It may be recalled that it was Prof. Hicks’ proposition that “if wage rates in 
general are forced up above the ‘competitive level’... unemployment will be caused... by 
the ‘ tendency for capital to shift from the less capitalistic to the more capitalistic trades ’ 
(and methods) ” which drew Snove’s criticism (loc. cit., p. 470). 

(21) It is conceivable that — were the wage rate raised far enough — capital losses 
(redundancy of equipment, impiying the inability to yield replacement funds) might be so 
great as to prevent any fall in the interest rate from taking place. 

(22) “ Easier credit” may mean, for example, that, while the interest rate is unaltered, 
the banks are ready to lend more than before: at that rate to “old” customers and to lend 
to applicants for funds who were not accomraodated at all previously. The existence of a 
rationing-cum-price system of distributing credit among customers, instead of a pure price 
system, will require modification of the analysis given in the text to the extent of making it 
less sharp, but not of changing the general direction of the conclusions. 
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It should be noticed that there are two ways in which the 
higher wage rate induces a rise in the average productivity of 
employed labour (23). One is through the exclusion of the least 
“efficient” producing units. The other is through the adoption 
of more capital-intensive techniques, and a more capital-intensive 
industry mix among the units that remain. This latter adjustment 
permits the survival of units of production which would otherwise 
have been pushed out of existence by the wage rise. These units 
can, that is to say, move up to the minimum “ efficiency” level 
at which the higher wage level can be paid by providing their 
workers more abundantly with capital equipment. This process 
— equivalent to what we may call a wage-induced rise in product- 
ivity — takes place, however, at the expense of a decrease in both 
total output and total employment. We shall have more to say 
about such “ induced ” increases in productivity later on (24). 

In general, then, the rule holds that with any given capital 
supply — into the measurement difficulties of which we shall not 
enter — the higher the real wage is set, the lower will be both the 
employment level and the interest rate. And it is this lower interest 
rate which causes the average degree of capital intensity to be higher 
than it would be with a lower wage, and a higher employment 
level. 

We conclude that the level at which the real wage rate is set 
still occupies the key position which the traditional view assumed. 
It does affect capital-labour ratios, even though not in exactly the 
same direct fashion as the “Classics” first supposed, and as most 


(23) Always assuming that capital losses are not so great as to prevent the easing of 
credit conditions. If they are that great, only the first source of increased productivity will 
be available to allow the paying of higher wage rates in the longer run, even if in the shorter 
run they are partly paid “ out of capital ”. 

(24) The difference between a “ wage-induced ”, and an “ autonomous” rise in pro- 
ductivity may be described by contrasting the above case with that where new capital accu- 
mulation takes place in the face of a stationary labour force, so that it cannot be used to 
expand the employment level but only to raise the capital-labour ratio. The cheapening of 
capital, and the consequent competition by entrepreneurs for labour in their individual attempts 
to expand employment, will here lead to the “ voluntary ” pushing up of wages. The higher 
wage rate will again be paid for out of the increased productivity due to the fall in the 
interest rate and the rise in the capital-labour ratio. But in this case — unlike the first — 
the fall in the interest rate (and rise in the capital-labour ratio) is the direct consequence of 
the increase in the capital supply; it leads to a rise in the wage rate instead of being induced 
by the latter. Alternatively, if trade unions are pressing for higher wages, it allows their 
claims to be granted — within limits — without unemployment ensuing. 





The Growth Process in a “ Dual ” Economic System 289 


of the current literature continues to assume. It works indirectly 
via its influence on the demand for investment funds and hence 
on the interest rate. It is not therefore the change in the ratio 
between the wage level and the interest rate toward which we 
must look as the factor influencing the capital-labour ratio, but 
the change in the absolute level of the interest rate (or in other 
components of the conditions on which credit is offered). 


4. Earnings and Employment Levels in a Dual Labour System 


The primary characteristic of the dual system is that labour 
doing, or capable of doing the same kind of work, and often 
working in the same branch of activity, is remunerated at two 
different rates of pay. As a first approximation we may take it 
that the “ high ”-wage group is composed of hired labour working 
for contractual remuneration under union protection, and the low- 
wage group of labour not enjoying such protection. A large part 
of this latter group will consist of self-employed and family labour, 
of which the remuneration has no contractual element at all, though 
we shall for convenience refer to it as a “wage”. Another part 
will consist of hired labour working for fixed remuneration, but 
attached to very small operating units which fail to keep to the 
terms of collective contracts. 

In reality the division between the two groups does not follow 
such distinct lines. In the first place, not all self-employed or family 
labour is earning less than the union rate of pay for hired labour 
of comparable skill. Indeed it is characteristic of the family system 
that it fosters a wide range of efficiency levels. The quality of the 
entrepreneurship varies greatly from one family to another, and so 
does the amount of property which the family can bring into the 
business. The head of the family does not even approximately 
follow the rule of limiting employment of members to the point 
where the marginal product is sufficient to cover the amount of 
income which the individual member draws from the family income 
pool; nor can labour move freely from a poorer family to a richer 
one. The tendency towards the equalisation of earnings per head 
is thus much weaker within the family labour sector than it is in 
the hired labour sector. 
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In the second place, even union rates of pay may be markedly 
higher in some occupations or areas, where union pressure is strong, 
than in others where it is weak; so that part even of labour paid 
at union rates would, in any purely two-fold division, have to be 
classified under the low earnings group. In Italy this point is 
especially relevant to agriculture, where labour is often of the 
“ mixed” type, working partly on the family farm or plot and 
partly for hire, and where the minimum contract rates fixed for 
day labour vary enormously from province to province (25). 

A more minute description of the Italian situation would 
doubtless have to run, then, in terms not merely of two, but of 
a plurality of groups, as between which productivity and earnings 
levels present a high degree of dispersion. In saying that the latter 
is high we mean that it exceeds what may be considered the 
“normal” spread explainable by skill differentials, by local varia- 
tions in the cost of living and in various amenities, by the value 
set by the self-employed on their independence, by the fetters of 
“ traditionalism ” and other obstacles to labour mobility, and by 
the tendency for wages in the more progressive sectors to run 
slightly ahead of those in the less progressive ones. There is, that 
is to say, an extra source of dispersion superimposed upon the others, 
and it is exclusively to this source that I want to devote attention 
in this article. In order to keep it conceptually clear, I shall abstract 
from all of the other sources just listed. I shall, again for analytical 
convenience, keep to a two-fold division, and shall suppose that 
the “ high ”-wage group consists of labour working for union rates 
of pay, and the low-wage group of labour whose earnings are not 
subject to union control. 

I shall further assume that this distinction roughly corresponds 
to that between workers who are “fully ” employed and workers 
who are “underemployed”. That is to say, I shall suppose that 
most of those in the low earnings group are involuntarily under- 
employed, in the sense that they would want to shift to the higher 
earnings group if employment were available there. Correspond- 
ingly, the involuntarily anemployed are those who would be will- 


(25) The rates in agricultural contracts, which are negotiated on a provincial basis, vary 
much more widely from province to province (especially in the South) than do the “ zonal ” 
rates fixed under the contracts, negotiated on a national basis, in industry. 
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ing to pass into either of the two earnings groups if they had the 
opportunity. Both unemployed and underemployed must thus be 
regarded as competing for vacancies in the full employment sector, 
and the unemployed must be regarded as competing also for work 
in the underemployment sector. 

The definition of underemployment just given differs from 
many of the definitions used elsewhere (26). It does not, for 
example, carry the implication that the marginal product of some 
of those in the underemployed group is zero. Should- there be units 
of family labour who, though sharing in the work done by the 
family, add nothing to its annual income, in the sense that the 
work they do would, if they were drawn off into other activities, 
be done by the remaining members of the family, these would in 
the classification used here rank as unemployed labour. One of the 
features of the family system is that it permits a given aggregate 
volume of unemployment to be spread over a large body of people 
instead of concentrating it — as does the hired labour system — 
on a few. As Pigou wrote, “ The extent of the social evil that 
unemployment carries with it depends in great measure on the 
size of the lumps in which it is served out to individual unemployed 
men ” (27), and it would be greatly mitigated if the unemployment 
could be more evenly spread. In a poor country with a chronic 
tendency towards unemployment and with inadequate public assist- 
ance, the family system makes an important contribution in this 
direction. 

In the present context it will be convenient to use the term 
“ disguised unemployment” to cover the condition just described, 
and to use the term underemployment not as a synonym for this 
-— as is the practice in much of the literature — but as an expres- 
sion for the separate and distinct phenomenon referred to previously. 
I leave open the disputed question of whether some part — and 
whether this is great or small — of family workers especially in 
agriculture are actually “disguised unemployed” (28). Quite pos- 


(26) For an account of the many different definitions that have been used in the 
literature, see A. Moxinari, “ Occupazione, disoccupazione e sottoccupazione nei paesi sovra- 
popolati e nel Mezzogiorno d'Italia”, Statistica, October-December 1954, pp. 612-644. 

(27) Cf. Employment and Equilibrium, 2nd edition, London, 1949, p. 15. 

(28) The existence of unemployment under the dual labour system is not necessarily 
incompatible with the hypothesis, adopted in Section 2 above, that there is no labour redund- 
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sibly the phenomenon is as important - or more so — in the 
artisan trades and in commerce as it is in agriculture (29). 

I assume for simplicity of exposition that all labour, fiom 
whichever group it comes, is equally capable of performing the 
same tasks (except for the entrepreneurial one), and that there is 
no special training problem, not taken care of by the normal 
apprenticeship system, associated with the passage of labour from 
one group to the other (30). If, then, every employer were free to 
buy his labour in the cheapest market, earnings differentials — in 
the special sense in which we are using the term — would be 
ironed out, and a unified wage system would emerge, with no 
distinction between underemployed and fully employed. 

In order to illustrate the way in which differentiation occurs, 
it will be helpful to resort to a simple diagram, even if this cannot 
— within its two dimensions — give us a rigorous demonstration 
of the results. 

Under present-day Italian conditions, it is fitting to postulate 
that organised labour bargains for a certain real wage in the sense 
that collective contracts provide for the continuous operation of a 
sliding scale (31), which adjusts the money rates originally set by 
those contracts to changes in the money cost of a certain collection 
of goods and services, or of a certain “real wage unit” (32). 


ancy in the sense described there. For that hypothesis rests on the assumption that perfect 
wage flexibility over the entire system prevails, allowing labour to be combined with the 
co-operating factors in the optimum manner. Dualism in the wage system may lead to 
labour redundancy which would not occur under a unified system. Cf. p. 301 below. 

(29) According to one estimate there are in Italy perhaps a million workers, in all 
activities taken together, who ought to be classified as “ disguised unemployed ” following the 
definition used here. Cf. A. Morinart, “La mano d’opera e il Mercato Comune”, Moneta 
e Credito, June 1958, p. 170. 

(30) The fact that we abstract from this problem here does not mean that we deny 
its existence. Cf. pp. 320-321 below. 

(31) At present (since 1957) the index of the cost of living is calculated on the basis 
of the average prices ruling over a period of three months, and, after a short interval which 
is necessary for the final working up of the data, is applied to the wages of the three months 
following. 

(32) This is not, of course, intended to imply that each or any worker actually spends 
his wage on exactly this collection of goods and services. Nor does it mean in the Italian 
system as it is at present that every individual worker is sure of getting continually the full 
number of real wage units. Under the “ points ” system of the sliding scale there are intervals 
in the scale at which points are allocated to the basic wage and others at which they are 
allocated to family allowances. 
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In the diagram, the marginal product of labour and the wage 
— both valued in terms of the number of “ real wage units” for 
which they will exchange — are measured along the y-axis (33), 
and the number of units of labour along the x-axis. MP represents 
the “normal” marginal value productivity curve of labour (after 
adjustment for the degree of monopoly) which can be reached with 
the given supply of capital (and natural resources). By “ normal ” 
I mean that it is the curve which is relevant to a unified labour 
system. 


Value of 
marginal 
product 


Wage W 
2 


igke Ge 


Units of labour 


The total labour force seeking employment is OL. OW is 
then what we may call the full employment wage level under a 
unified wage system. Suppose, however, that the collective bar- 
gaining process establishes a wage OW:, which is far in excess of 
the level that would give full employment: it gives employment 


(33) The usual index number problem arises here. The “ basket ” of goods constituting 
the real wage unit will itself alter periodically as the sliding scale index is revised to put 
in new goods and to change the proportions between the old ones, The whole marginal 
value productivity curve will thus have to be redrawn with every such revision. 

Changes in the terms of trade between the goods the workers consume and those they 
produce are also, of course, reflected in shifts in the marginal value productivity curve. 
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— always in the unified wage system — of only Oli; and the 
remainder of the labour force LiL) is unemployed. 

Let us now suppose that the wage system is not unified. At 
the same time as organised labour demands the contract wage OWi, 
unorganised labour is willing, and is permitted, to work for less 
than this rate; indeed it has no “ reserve price” much above zero. 
Suppose, for example, that all “large” operating units (é.¢. units 
with, say, more than 10 employees) are obliged to pay the contract 
rate, but that “small” units (with up to 10 employees) escape the 
application of this rate. 

Differentiation in the wage system is intimately bound up with 
this differentiation in the size of the operating unit. For it is only 
by keeping small — i.e. by taking on very little if any hired 
labour — that the artisan establishment, family farm, or “ small ” 
business can escape the application of union rates of pay and remain 
in the low-wage group (34). 

The consequences of differentiation — its effect on the size 
structure of producing units in industry and agriculture, on total 
income and on its distribution — ultimately depend on two aspects 
of the phenomenon of substitutability. They depend, first, on how 
good a substitute small enterprise is for large, and secondly, on 
how the substitution rates between the different factors of produc- 
tion are altered when small enterprise takes the place of large. 

It would, of course, be possible to draw a second marginal 
productivity (and demand) curve for labour based on the assump- 
tion that all labour is employed in operating units with no more 
than ten workers each. The curve would, we may suppose, be very 
much lower (35) than the “ normal” curve. This “loss” of pro- 
ductivity has at least two causes: The first is the serious limitation 
which the size restriction imposes on the effectiveness of capital in 
the many instances where the minimum indivisible unit of invest- 
ment in equipment is large. The second is the effect which frac- 
tionalisation has in leading to the under-utilization of efficient 


(34) Belonging to the iow-wage group may also imply the avoidance of social security 
charges. 

(35) If it were not lower than the “ normal” curve — meaning that size limitations 
did not imply any productivity difference — a contract wage fixed above the full employment 
level would cause the whole of production to take place in the “ small” units sector, and the 
contract wage rate would become totally inoperative. 
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entrepreneurial capacity and in forcing recourse to poor entrepre- 
neurship in the shape of an excessively large number of small 
masters who, in a unified wage system, would be working under 
supervision. So long, then, as the contract wage is not set so high 
as to put large-scale industry entirely out of bounds, there will be 
some uses in which capital can earn more by being combined with 
“high ”-wage labour in large units than by being combined with 
low-wage labour in small units, and some uses where the reverse 
is true. 

The owners of capital (and land) who, unlike those offering 
labour, are free to offer these resources on the same terms in both 
large- and small-scale sectors will distribute them between the 
sectors in the proportions which make the marginal rate of return 
the same in both, except in so far as lenders demand an extra 
“risk premium” for investing in the small-scale sector. The pro- 
cess of distributing the factors cooperating with labour will simul- 
taneously determine both the proportions in which the total labour 
force gets divided between the two sectors, and the height of the 
wage that gets established in the small-scale sector. In terms of 
our diagram, the result might, for example, be that employment 
in the large-scale sector (at the fixed contract wage) settles down 
at OL:, and the wage in the small-scale sector (i.e. the wage at 
which the remainder of the labour force OL — OL:=OLs can be 
employed) at OW:. The level of employment in the contract-wage 
sector taken alone is, of course, now lower than it would be (OLi) 
with the same contract wage but a unified wage system. This is 
because the low-wage sector now competes some part of the total 
supply of capital (and natural resources) away from the “ high ”- 
wage sector. 

The magnitudes shown in the diagram for the respective mar- 
ginal productivities of labour in the two sectors, and hence for 
employment in the fixed wage sector and the wage in the variable 
wage sector, are purely illustrative. We cannot, of course, draw two 
separate and independent marginal productivity (labour demand) 
curves for the two sectors. 

Under the dual labour system the structure of the economy 
will present certain typical characteristics with respect to the size 
of producing units and their cost conditions. The distinctive feat- 
ures of this structure may be described in terms of a triple group- 
ing of activities. 
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The first group are activities which for technical reasons (large 
indivisible units of capital, etc.) can only be conducted on a large 
scale; these will be reserved entirely to “ high ”-wage labour. 

The second group are activities which can be carried on most 
effectively in small units, or in which economies of scale play a 
negligible role (many sectors of commerce, the service indus- 
tries etc.); these will tend to become exclusively the province of 
low-wage labour. 

The third group of activities are those in which economies of 
scale exist but are not such as totally to preclude production in 
small units; these activities, which are what we may call “ flexible ” 
with respect to scale, will tend to form a mixed “ high ”- and low- 
wage sector. For in such activities the adverse effect of a small scale 
on productivity (and possibly also the disadvantage of higher costs 
of borrowed funds) will be set against the advantage of the lower 
labour costs; and for some producing units in a given activity lower 
wages will more than offset the disadvantage of a small scale, while 
for others the reverse may be the case (36). The artisan shop and 
the factory may thus be able to exist side by side in the same branch 
of industry; the large firm hiring labour at union rates alongside 
the small one hiring it at less than those rates; and the family or 
“ pre-capitalistic ” farm alongside the modern, capitalistic one. 

In this group of activities, the proportion of small producing 
units to the total will exceed what would be “normal” under a 
unified wage system. And the “excess” will be greater the higher 
the contract wage is set, small units tending to drive out large ones 
to an increasing extent as the wage differential widens. 

The first of our three groups of activities, those of “big” 
industry, are no doubt more capital-intensive as a general rule than 
are those of the second group or “ small” industry. Our classifica- 
tion does not imply, however, that the technical coefficients are 
necessarily less variable in the first group than in the second. And 
they may be just as variable in either of these groups as they are 


(36) “ Big” industry itself will have an interest in “ putting out” certain jobs, which 
can be split off the otherwise integrated process of production and can be done on a small 
scale, to “ small ” industry, in order to benefit from the lower wage costs. Cf. S. H. Wettisz, 
“ The Coexistence of Large and Small Firms: A Study of the Italian Mechanical Industries ”, 
Quarterly Journal of Economics, February 1957, pp. 116-131, for examples of this and other 
phenomena connected with size differentiation. 
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in the third, or “ mixed” group. There is no necessity, that is to 
say, for the division between the fixed and variable wage sectors 
to coincide with one between fixed and variable coefficients sectors 
as it does in the analytical scheme suggested by Prof. Eckhaus. 

The fact, however, that the third group of activities is “ flex- 
ible” with respect to scale means that duality in the wage system 
can give rise to duality in production methods within this group 
wherever the technical coefficients are variable. There are three 
reasons why different degrees of capital intensity may exist simul- 
taneously in one and the same activity within this group. 

The first is an immediate consequence of the size differentia- 
tion. In activities where the optimum degree of mechanisation 
(again because of capital indivisibilities) increases with the scale of 
output, a firm which is under a size restraint (as the condition 
for employing low-wage labour) will find it advantageous to adopt 
a less capital-intensive technique than will a firm which is not 
under such a restraint. A second reason follows directly from the 
differentiation in wage rates. Many types of machinery, because 
they cannot be manufactured on a small scale, will be exclusively 
the product of “big” industry and hence of the “high ”-wage 
sector. Consequently, while large firms buy both capital goods and 
labour from the “ high ”-wage sector, small ones buy capital goods 
from this sector and labour from the low-wage sector. The exist- 
ence of the dual wage system means therefore that the ratio of 
capital to labour costs is higher for small firms than for large. The 
wage factor thus enters into the determination of the degree of 
capital intensity under the dual wage system in a manner which 
is absent from the unified wage system. The third and final reason 
is that the differentiation in size may mean that, alongside the dual 
labour system, there exists also a dual capital market. Borrowed 
capital may be available to the small firm, if at all, only on terms 
very much more onerous than those enjoyed by the large establish- 
ment. In other words, easier access to capital may be obtainable 
only at the cost of incurring higher labour costs. 

We may now try to list the main consequences of the dual 
wage system for the pattern of factor distribution and of income 
levels. We shall in each case use as our standard of comparison 
the results that would be reached under a unified wage system 
with the wage set at the full employment level and not above it. 
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The most important divergences from this “ normal” situation, as 
we may call it, seem to be the following: 

Total income, even if the entire labour force is either fully- 
or underemployed, and none of it unemployed, will be lower than 
it would be in the “ normal ” situation: it will not merely be dif- 
ferently distributed. The loss in income is due to the distortion in 
the size structure of producing units, which in turn is due to the 
effect of the dual wage system in preventing part of the resources 
from being used in operating units of the technically most efficient 
size and from gravitating towards the most efficient entrepreneur- 
ship. 

The higher the wage is set by collective contract in the “ pro- 
tected” sector, the lower will be the employment level in that 
sector; the larger will be the proportion of the labour force which 
is obliged to seek employment in the “ unprotected” sector; and 
the further will the wage rate in that sector be pushed down. 
Obviously, also, the latter rate will be the lower, the larger is the 
productivity loss associated with the size restraint. 

The interest rate on borrowed capital (its marginal product- 
ivity) (37) will be lower than in the “ normal” situation. The loss 
in productivity due to the size restraint will not, that is to say, be 
felt solely by the “ unprotected ” labour group. It is true that condi- 
tions are theoretically conceivable under which borrowed capital 
might escape bearing part of the loss: for this to happen it would 
be necessary, however, that the size restraint, at the same time as it 
reduces the productivity of all factors taken together, should move 
the marginal rate of substitution between capital and the other 
factors in favour — and sharply enough in favour — of capital. 
In practice, given the capital indivisibilities which exist in many 
lines of production, the size restraint is bound to render capital a 
poorer substitute, at the margin, for the other factors, and not a 
better one. Hence, unless the effect of the lower interest rate is 
offset by that of higher monopoly profits — to which we shall refer 
below — capital as a whole will share in the loss of total income 
due to the distortion in the size structure of producing units. 


« 


(37) Strictly speaking, it is the marginal productivity of capital after correction for the 
degree of monopoly (cf. p. 284 above) which determines the interest rate. The difference is 
absorbed by the monopoly profits of the owners of the relevant equity positions. 
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The capital supply will also be differently distributed over the 
labour force. Those who are employed in the “ high ”-wage sector 
will, that is to say, have more capital, and hence higher product- 
ivity, per head than would the same number of workers in the 
“ normal ” situation; and the residual part of the labour force will 
have less. This tendency, which is in any event present by virtue 
of the effect of the size restraint in reducing the marginal product- 
ivity of capital over the system as a whole, will be magnified if 
the capital market develops a dual character, so that the lender 
demands from the small borrower a premium over what the large 
borrower pays. 

It is, of course, the higher than “ normal ” average capital-labour 
ratio, and hence productivity, in the large-scale sector that allows the 
higher than “ normal ” wage rate to be paid. In practice the higher 
capital-labour ratio is likely to manifest itself mostly in the form 
of a more capital-i intensive industry mix rather than in the form 
of more capital-intensive techniques. 

Since the sector which we have called “ big ” industry — which 
is entirely within the “ high ”-wage sector — will be smaller in 
terms of output as well as of employment than it would be in the 
“normal” situation, lines where technical conditions impose very 
large units are more likely to be dominated by a very few firms. 
This means that the degree of monopoly, and the level of profits, 
n “big” industry are likely to be higher under the dual wage 
system than they would be under the unified system with the full 
employment wage. Hence there emerges a sharp contrast between 
a monopolistic sector yielding high profits to certain established 
capital positions, and a sector which — because of its extreme frag- 
mentation — is intensely competitive. 

The fact that a larger than “ normal” proportion of the total 
employed labour force has to work in small units exerts a further 
important effect on the industrial structure. Under modern techno- 
logical conditions a large part of industrial activities fall under the 
first of the three groups listed above (i.e. “ big” industry); and a 
relatively small part under the third group (that which is “ flexible ” 
with respect to scale). For this reason the bulk of the “ excess” of 
small units is likely to be in agriculture, where indivisibility of the 
main cooperating factor (land) is less of an obstacle to the setting 
up of small employment units than is the indivisibility of the main 
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cooperating factor (capital) in industry. Size limitations, by acting 
as a drag on the expansion of industry, cause agricultural employ- 
ment to be swollen at the expense of industrial employment. 

For the same reason the rents paid for land will be higher 
than in the “ normal” situation. The difficulty of using capital in 
small amounts means that the labour which cannot get into the 
large-scale sector bids more for the other cooperating factor, land, 
than would be bid in that situation. Land is, in other words, a 
better substitute for capital, at the margin, when the size restraint 
exists than when it does not. Land will thus have a larger absolute, 
as well as relative share in national income as a result of dualism 
in the labour system (38). 

We arrive, then, at the following conclusions concerning the 
effect of dualism on various income categories: The group which 
suffers most in consequence of the loss of national income combined 
with the different distribution of income is undoubtedly the “ un- 
protected ” labour group. The “ protected ” labour group, of course, 
gains; and so do land owners. The owners of capital, taken as a 
single group, may possibly suffer some loss; within this group also, 
however, there is likely to be a division between a “ protected ” 
group (those with an established title to monopoly positions) which 
gains, and an “unprotected” group (lenders and investors not 
enjoying monopoly profits) which loses. 

Looking more particularly at the source of the poverty of the 
“unprotected ” labour group, we see that it can be traced to two 
kinds of distortion away from the “ normal” situation. The first, 
and probably more important, is abnormally low productivity. This 
is due to a variety of causes which will have varying degrees of 
importance in the different single activities comprised in the small- 
scale sector. Sometimes it will be mostly due to the less than 


(38) It is pertinent to refer here to an observation made by Prof. Rosst Doria in discuss- 
ing the reasons for what others have called the “immobilism ” of the large land-owners in 
some of the poorest parts of the Mezzogiorno. He remarks that the reason why landlords 
have not got rid of the minute fractionalisation of plots, and made investments and other 
improvements, is not so much inertia as the lack of incentive. They draw a higher income 
in the form of rents and crop-shares under the present conditions ‘than they would under any 
other system of using the land. Cf. Mantio Rosst Doria, “ Cos’é il Mezzogiorno agrario ”, 
in Antologia della questione meridionale (ed. Bruno Caizzi), Milano, 1950, pp. 109-150, espec- 
ially, p. 143. 
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average ratio to labour of the cooperating factors capital and land, 
sometimes to the smallness of the scale of operations, and sometimes 
to the poor entrepreneurship; and in some instances it may be due 
to all these factors combined. The second distortion is in the terms 
of trade between the two sectors. While the overcrowding of the 
small-scale sector keeps the prices of the goods and services which 
belong to the small- or mixed-scale group abnormally low, the 
higher than normal degree of monopoly in parts of the large- 
scale sector holds the prices of the relevant products unduly high; 
the terms of trade between the large- and small-scale sectors are 
thus abnormally unfavourable to the latter (39). 

The distinction which we have just drawn between the pro- 
ductivity, and the terms of trade aspects is an important one to 
which we shall return in our discussion of the effects of capital 
accumulation (Section 7). 

One more feature of the dual system needs to be noticed. It 
is conceivable that the size restraint may, because of the less than 
optimum use of resources which it implies, cause some labour to 
be redundant, even if — as has been our assumption — no such 
redundancy would exist under a unified wage system with full wage 
flexibility. In other words it is possible for chronic unemployment 
to develop under the dual wage system even though the wage in 
one of the sectors — the small-scale one — is perfectly flexible. 
For the entry into this sector of all those seeking employment in 
it may be barred by the lack in many cases of the minimum mite 
of property and entrepreneurial capacity necessary to set up the 
extra small production, or commercial unit. It is relevant to recall 
here the point made right at the beginning of this section, namely 
that the underemployed group is in reality far from homogeneous 
with respect to the level of income: at its lower edge it shades off 
almost imperceptibly into the unemployed group. 

Finally, a few remarks are in order concerning the significance 
of the dual wage system, and concerning possible ways out of it. 
First of all, it should not be overlooked that the dual system per- 


(39) So far as the mixed-scale activities are concerned, the whole of the effect of the 
adverse terms of trade is of course passed on to the labour working in the small-scale units; 
in the large-scale units it is perforce compensated by higher productivity (due especially to a 
higher land- and capital-labour ratio) without which the “ high” wage could not be paid. 
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forms a very important function. It gives us an intermediate posi- 
tion — as regards both total income and total employment — 
between what would be achieved under a unified labour system 
with the wage set at the full employment level, on the one side, 
and what would happen under such a system with the wage set 
above that level on the other. When the contract wage is fixed 
well above that level, the dual system creates a refuge — however 
poor — within the productive process for large numbers who would 
otherwise be pushed entirely outside it. The attempt to “ correct ” 
the difference in income levels through, say, the enforcement of 
union contract rates in the small-scale sector, would destroy this 
refuge for part of those who at present enjoy it. Such a measure 
would, it is true, reduce the numbers of the underemployed but it 
would do so at the cost of augmenting the numbers of the un- 
employed. 

Almost any method of extending “ protection” to the small- 
scale sector is likely to produce this same result. An important 
historical example are price supports for agricultural produce, and 
a restrictive licensing policy in commerce, of which the object is to 
move the terms of trade between the products or services of the 
two sectors more in favour of the small-scale one. The attempt 
may even be made through measures of this kind to compensate 
for the productivity, as well as the price disadvantage of the small- 
scale sector. Since, however, food prices and trade margins influence 
the cost of living index, anything which raises them reduces the 
value productivity (measured in real wage units) of labour in the 
large-scale sector. Thus the ultimate effect is to reduce employment 
in this sector still further below the level that would be reached 
in the “ normal” situation. Moreover, in so far as the agricultural 
price-support policy primarily protects wheat, which is a land- 
intensive product, its effect on factor remuneration is predomin- 
antly to raise the rent of land and thus to reinforce yet another of 
the distorting effects of the dual labour system. 

The conclusion to which the above considerations lead is that 
the only effective remedy for dualism is the natural corrective 
which, under certain conditions, and in a way which we shall 
describe in Section 7, is provided by capital accumulation. 
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5. Some Statistical Symptoms of Dualism in Italy. 


We have described how the dual system, besides its primary 
characteristic of different earnings levels, would have the secondary 
ones of what appear to be — judged by the standards of a unified 
system — an abnormally high proportion of labour working for 
non-contractual earnings, and an abnormally high proportion of 
small producing units. 

The lack of income distribution figures (which would in any 
case need to be appropriately grouped) (40) makes it impossible to 
give a statistical picture of the primary characteristic of the dual 
(or plural) wage system in Italy, ¢.e. of how labour is divided up 
between the two (or more) income groups. 

In industry (inclusive of construction) it is probably a reasonably 
good approximation to take the main dividing line as falling between 
those working in operating units employing 10 or fewer persons and 
those working in units larger than these. This might mean as a 
very rough estimate that some 30 per cent of between 4.5 and 5.0 
million persons employed in industrial activities are to-day in the 
underemployed category (41). 

In commerce, conditions vary a great deal from area to area, 
and from case to case. The fact that entry is restricted by the 
licensing system has, it is held, tended in some areas to keep trade 
margins high compared with what they would be under free entry. 
On the other hand, there is much impressionistic evidence of 
extreme poverty over a large part of commerce. We cannot, 
however, say how many of the over 2 million persons engaged in 
it ought to be considered as underemployed (or unemployed) in 
our sense. 

The fact that the net product of agriculture has recently reached 
an estimated average, over good years and bad, of only about 


(40) Ordinary distribution figures giving the numbers in different income brackets would 
not enable us to distinguish the effect of dualism (or pluralism) in our sense from the 
“ normal ” variations due to skill differentials, occupational differentials, etc. A special group- 
ing system would be required to permit us to distinguish the particular kind of differentiation 
(among persons in approyimately the same occupational and skill group) which is the subject 
of our investigation. 

(41) Cf. table on p. 306 below for the 1951 Census figures. 
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25 per cent (42) of the total net national product, whereas the popu- 
lation active in agriculture has represented not far short of 4o per 
cent (43) of the total active population, is a fair indication that 
agriculture contains a larger proportion of underemployed (and 
“ disguised ” unemployed) than do the other sectors. It is difficult 
to estimate how large a proportion of the over 8 million persons who 
registered under the 1951 Census as being active in agriculture might 
be considered as “ fully ” employed in the sense in which we are 
using the term (44). Among Aired workers the only group for which 
we can be fairly sure that it is about as well off as are workers in 
“ big ” industry is a very small group working under annual contracts 
in the farming area of the Northern plains: they probably number 
less than a quarter of a million (45). But most of the better-off farm 
workers are obviously in the self-employed and family labour 
category, for which we have no income statistics at all. Some 
indication of the heterogeneity of conditions in agriculture is, 
however, given by the figures for the minimum contract rates of 
pay (not necessarily always observed especially in the poorer areas) 
for day-labour. In 1956 the rate for an eight-hour day for men 
varied from a maximum of 1,579 lire (in the province of Milan) 
to a minimum of 710 lire (in the province of Potenza, third 
zone) (46). Among family labour the differences in earnings rates 
were doubtless just as great. 

Data concerning the secondary symptoms of the dual system, 
as they looked towards the end of 1951, are obtainable from the 
Population Census and the Industrial and Commercial Census 
both taken in November of that year. 

About 4o per cent of the total “active” population (47) 
registered under the category of the self-employed and their family 


(42) The average percentage resulting from the official statistics for the five years 1952-56 
was 26.4. 

(43) Cf. footnote 47 below. 

(44) A number of sample investigations of the “ degree of employment ” among agri- 
cultural workers in various areas have been made in recent years in Italy. Cf. for example, 
Giuseppe Mepici and Gruserre OrLanno, Agricoltura e disoccupazione, Bologna, 1952; G1usEPPE 
Ortanvo, La produttivita del lavoro agricolo e lo sviluppo delle aree arretrate, Rome, 1957; 
and a forthcoming publication by G. G. Det’ ANGELO. 

(45) Cf. I.N.E.A., Annuario dell’agricoltura italiana, 1957, pp. 460 and 462, which 
gives information on the status of agricultural workers in 1954. 

(46) Cf. Istrat, Annuario statistico italiano, 1957, pp. 365-6. 

(47) The “ active ” population includes the unemployed other than those in search of 
their first job. The “ active” population (aged 10 years and above) registered by the Census 
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helpers. This high figure is, it is true, largely a reflection of the 
heavy weight (also 40 per cent) in the total active population of 
the part that was engaged in agriculture, which has remained a 
stronghold of the self-employed and their family associates even 
in countries which enjoy the highest per capita incomes in the 
world. 

In agriculture taken by itself, those registering as self-employed 
and family labour represented about 60 per cent of the total. The 
figure cannot be a very precise one because of the frequency, 
especially in Southern Italy, of the “mixed” type who works 
partly on his family farm and partly as hired labour. It is in any 
case not especially high by international standards. What is excep- 
tional about this part of the Italian picture is the large proportion 
of the population that has been left in agriculture, and the very 
poor land- and capital-labour ratio from which much of it suffers. 
It is this last aspect rather than the small number of persons consti- 
tuting an independent earning unit that is of course, the true 
symptom of the excessive smallness of most of Italian agricultural 
enterprise. 

It is generally taken to be a fact that in industry as well as 
commerce, the Italian economy is characterised by a much larger 
proportion of very small production units to the total than are the 
more “advanced” economies of Western Europe. The following 
table summarises some of the 1951 Census data relating to labour 
status, and to size structure (in terms of employment) of producing 
units, in these sectors. In order to have some standard of reference 
I have added what are very roughly comparable data for the Federal 
Republic of Germany (relating to September 1950). Unfortunately 
it has not been possible to make the broader statistical enquiry on 
international lines which this subject would merit. 

In industry, both the proportion of family labour to the total, 
and the proportion of labour working in “ small ” units, was higher 
at the respective Census dates in Italy than in Germany, but not 
overwhelmingly so. It is true that “one-man shows”, accounting 
for as much as g per cent of total industrial employment (in operat- 


was 19,577 thousand out of a total resident population of 47,515 thousand. The “ active ” 
population attached to agriculture, hunting and fishing numbered 8,261 thousand. Some 
observers estimate that since the Census date there has been an exodus of some hundreds of 
thousands from the agricultural sector. 











306 Banca Nazionale del Lavoro 


ing units) in Italy, had a perceptibly heavier weight there than in 
Germany. But the number of persons employed in “ small ” operat- 
ing units, defined in the case of Italy as those with 10 or fewer 
employed persons and accounting for 30 per cent of all employment 
in operating units, does not appear unduly high if we compare it 
with the figure of 25 per cent, relating only to units with g or 
fewer employed persons, for Germany. 

A much greater difference between the two countries appears in 
commerce. The proportion of family labour was very much larger 
in Italy than in Germany (76 per cent in the one case as against 


CENSUS DATA RELATING TO SIZE STRUCTURE OF OPERATING UNITS 
AND TO STATUS OF EMPLOYED PERSONS, IN INDUSTRY AND COMMERCE 











| Industry Commerce (1) 
| Italy Germany Italy Germany 
| I. Self-employed and family helpers: oe , : 
Pees aw A we ee 749-5 (2) 1,264.7 1,534-2(3) 1,416.6 
(per cent of V) . .. 18 14 76 47 
| II. Numbers employed in “one-man” 
| operating units: ("000) . . . . 371-7 334-3 | 493-0(4) 384.8 
| (per cent of IV). . . 9 4 | 25 13 
III. Numbers employed in “ small ” 
operating units (5): ("000). . . 1,231.8 2,172.4 
(per cent of IV). . . zo 25 
—— aaa _ | = 
IV. Total employment in operating 
umes: (G00) . . 2. « © « 4149.9 8,792.7 | 1,994.0 2,996.9 
V. Total employment in operating 
plus administrative units: (’000) . 4,241.9 8,884.5 | 2,011.4 3,012.4 





(1) Includes wholesale and retail trade; activities connected with tourist trade, hotels, 
restaurants, etc.; activities auxiliary to commerce; miscellaneous services. Excludes banking, 
finance and insurance. 

(2) Consists of heads of artisan units, family associates of artisan and other heads, and 
“ co-operators ”. The self-employed heads of non-artisan units are not separately distinguish- 
able. The figure may therefore somewhat understate the number of employed persons not in 
receipt of contractual remuneration. 

(3) Includes a not separately distinguishable number of salaried managers. The figure 
thus overstates the number of employed persons not in receipt of contractual remuneration. 

(4) Of these 129 thousand were in itinerant commerce. 

(5) With 10 or fewer employed persons in Italy, and 9 or fewer in Germany. 


Source: Italy, Industrial and Commercial Census, November 5th, 1951; Statistik der 
Bundesrepublik Deutschland, Census of Non-Agricultural Establishments, Sept. 13th, 1950. 
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47 per cent in the other). And “ one-man shows” accounted for as 
much as 25 per cent of total commercial employment in Italy as 
compared with 13 per cent in Germany. 

It is possible that since 1950-51 the proportion of small units 
to the total, in the industrial sector, has decreased in Germany, and 
it may very well have increased in Italy, in which case the disparity 
between the two cases may be somewhat wider at the present time. 

The broad lines of the Italian picture doubtless remain substan- 
tially unchanged, however, and are what we should expect on the 
basis of the theoretical reasoning of Section 4. In industry, where 
it is, for technical reasons, not easy to substitute small units for 
large, the proportion of small firms will not be very greatly swollen 
in the dual labour system in comparison with the figure that is 
“normal ” to a situation without marked wage differentiation. The 
effect of the dual system in creating an excessively large number of 
small units is to be seen chiefly in commerce and agriculture. The 
consequence for industry is mainly to keep its overall dimensions low. 

This conclusion enables us to put our finger on what has 
perhaps been the most conspicuous effect, on Italy’s present-day 
economic structure, of the failure to achieve, in the earlier stages 
of industrialisation, a unified wage system with the wage at (or 
near) full employment level. By compelling the large numbers of 
workers who could not find employment in the “ protected ” sector 
to crowd into activities that could be conducted on a small scale, it 
obliged an unduly large proportion of the labour force to remain in 
agriculture. It prevented what would otherwise have been the 
natural tendency for part of this labour to move into industry 
where — in the absence of the scale restriction associated with the 
dual system — it could have earned more (though not as much of 
course as the wage actually paid in the “ protected” sector) by 
producing manufactures, that would have been partly traded abroad 


in,exchange for imports of agricultural produce, than it did by 
staying on the farms. 


6. The Choice of a Growth Model 


It is the generally accepted view — which we have no cause 
to dispute — that the only practical solution to Italy’s problem of 
under- and unemployment is capital accumulation, associated with 
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further industrialisation. Many economists in Italy, as elsewhere, 
have discussed the effects of capital accumulation on economic 
development in terms of a model which deduces the rate of growth 
in annual net income over time from a lagged relationship between 
the savings-income ratio and the incremental capital-output ratio, 
all concepts for which rough statistical measures are obtainable from 
the national income figures. A neat treatment of this model applied 
to the Italian economy is given in a paper by Prof. Di Fenizio (48): 
he and others (49) have made projections of the rate of future 
income growth for periods of from five to ten years ahead on the 
basis of alternative hypotheses about the values of the two para- 
meters. 

This model makes explicit allowance for the effect on income 
only of different rates of capital accumulation but not of different 
rates of labour absorption. True, it is customary to add that one 
of the factors determining the capital-output ratio (50) and therefore 
the rate of income growth is the degree of capital intensity of the 
new productive activity or, that is, the amount of additional labour 
that is combined with the extra capital (51). But the model does 
not point to any particular variable or variables which we should 
single out as that or those on which this degree of capital intensity, 


(48) F. Dr Fenizio, “! fattori essenziali dello sviluppo economico ”, paper presented at 
the Eighth Studies Conference on Problems of Industrial Economics and Policy (held in Sor- 
rento, October 1956), and published in the Rivista di Politica Economica (special number), 
October-November 1956, pp. 838-63. The general theme of the Conference was “ Il finanzia- 
mento dello sviluppo per l’economia italiana ”. 

The incremental capital-output ratios at which D1 Fenizio arrived (loc. cit., p. 846) 
for individual years are: 1951, 3-7; 1952, 3-0; 1953, 1-3; 1954, 3-0; 1955, 2.0. The figure 
represents in each case the ratio of the net addition to the capital stock in the preceding year 
to the increment in net national income in the current year. D1 Frenizio comments, as others 
have also done, that the ratio, of 2.6, for the whole five-year period 1951-55 (based on the 
net investment of the period 1950-54) is lower than could normally be expected. It is supposed 
that it was due to the reabsorption of previously idle or underutilized capacity; although it 
should be added that some capacity (in textiles, and more especially in the cotton sector) was 
also put out of use during the period. 

(49) The “ Vanoni Plan ” was also worked out partly in terms of this same model. 

(50) Among the factors which are cited by Di Fenizio as affecting the ratio are the 
following: the stage of development which the economy has already reached; the proportion 
of capital expenditures devoted to public works and housing; the availability of unutilized 
capacity and reserves of skilled labour; the movement of the international business cycle; the 
extent to which unemployed labour is absorbed. Cf. loc. cit., pp. 845, 850-51, and 86r. 

(51) See also, G. Dr Narp1, “Le politiche di impiego dei mezzi per lo sviluppo 
economico ”, a paper presented and published on the same occasion as that by D1 Fenizio, 
loc. cit., p. 1012. 
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or rate of labour absorption, primarily depends. Prof. Di Nardi, 
for example, remarks that there is no reason to expect that private 
investment decisions, governed as they are by the factual data of the 
| moment, will spontaneously lead to a process of using the additional 
| capital in a manner which also draws additional labour into employ- 
ment; and he concludes from this that it must be the task of 
| “investment policy ” to provide a corrective whenever necessary (52). 
There is thus no reference in this analysis to the “ Classical ” 
theorem that one of the variables influencing the degree of capital 
intensity is the wage level. In the recent Italian discussions wage 
policy has often been spoken of as influencing the level of 
savings (53), but seldom as affecting the way in which the savings 
are used: it has, that is to say, been treated as a factor helping to 
determine the savings-income ratio but not the capital-output ratio. 
The second shortcoming of the model we have been discussing, 
as applied to the Italian economy, is its failure to take account of 
what we have called the “ dualism” of that economy. Any parti- 
cular “rate of development ” — defined as the rate of increase in 
average income per head of the total population (54) — that 
happens to be shown by the national income figures may reflect 
one or the other of two quite different “ development processes ”. 
It may mean that progress has been made towards closing the 
income gap between the two labour groups; or it may mean that 
there has been a movement towards a higher income level in the 
“high ”-wage sector, with the gap remaining as before or even 
widening. 
Even if we are able to supplement the aggregate income figures 
by aggregate employment figures — which the Italian statistical 
services have gone to great pains to construct during the last few 
years — we are still not much better informed as to which of the 


cn a dn a a 


(52) Ibid. 

(53) Cf. for example, Di Fenizio, loc. cit., p. 850; and S. Lomsarpin1, “ Una politica 
di sviluppo per uno Stato democratico ”, Quaderni di Azione Sociale, September-October 1957, 
where he suggests as an alternative to a wage truce — with the same aim of keeping the 
level of national savings high — the acceptance by trade unions of a savings plan which 
would automatically channel whatever increase in wages was granted into investments. The 
“Vanoni Plan” also referred to wage restraint as a method of holding down consumption 
(keeping savings high). 

(54) D1 Fenizio uses the word “ development” to designate growth in this sense of 
the increase in income per head, and the word “ progress” to refer to growth in national 
income simpliciter. 
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two processes has dominated over a given period. For in a dual 
labour system, employment figures which fail to distinguish between 
fully employed units and underemployed ones are a very imperfect 
guide to the degree of improvement (or deterioration) in the total 
employment picture. What we need to know is not merely how 
many people have found employment of some sort, but at what 
income level they have found it — whether in the “ high ”-wage 
bracket or in the low. 

Our conclusion, then, is that in the Italian case it is particularly 
inappropriate to use a model based on a single factor (capital) only. 
We must explicitly introduce labour; and we must also keep an 
eye on the consequences of a local scarcity of natural resources, for 
which capital is — contrary to what some recent models seem to 
imply — not a perfect substitute. Further we must single out at 
least two income and employment (or population) aggregates instead 
of one. And finally we must introduce the wage policy that is 
followed in the collective bargaining sector (55). 

The fact that we lack the statistics to fit into a pluri-factor, 
and two-sector model does not make it any the less true that we 
must think in terms of this model, rather than in terms of a simpler 
one. It allows us to detect at least the quality and direction, even 
if not the exact quantitative importance, of movements which the 
simpler model, for all its statistical precision, does not register at all. 


7. Alternative Development Processes Allowed by Capital Accumulation 


As has already been indicated, one of the points which the 
model we use must bring out is that even if there is no difficulty 
in reaching a high savings-income ratio, there remains a very 


(55) D. Hamberg tried to put the second factor, labour, back into the construction 
which is usually referred to as the Harrod-Domar model without however introducing factor 
prices as a means of harmonising different growth rates as between the factors. H. Pilvin 
suggested a construction which put back both labour and factor prices, a construction which 
is essentially what we may call the neo-Classical growth model, based on the concept of the 
production function. Di Narpr (loc. cit., p. 1012) evidently inclines towards Hamberg’s 
model. See D. Hamperc, “ Full Capacity vs. Full Employment Growth”, Quarterly Journal 
of Economics, August 1952; H. Pitvin, “ Full Capacity vs. Full Employment Growth ” (with 
comments by R. F. Harrop and E. Domar), same journal, November 1953; and comment by 
D. Hamserc, same journal, November 1954. For an elaboration of some of the recent models 
see H.J. Bruton, “Growth Models and Underdeveloped Economies”, Journal of Political 
Economy, August 1955. 
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important option concerning the way in which the additional capital 
may be used. In a free economy this option is linked with wage 
policy. And the question I now want to elaborate in a little more 
detail is how the wage policy that is followed in the collective 
bargaining, or “ large-scale” sector influences the type of develop- 
ment process that will accompany capital accumulation in the dual 
economy. 

Our analysis presupposes that ample scope exists for new capital 
investment which will shift up the average (and marginal) produc- 
tivity curve of labour without at the same time lowering the 
marginal productivity of capital to the minimum level below which 
investment is unprofitable. Although this condition is more often 
than not taken for granted in current discussions of economic 
development, I am making it explicit here because it will not 
necessarily be fulfilled in every so-called “ underdeveloped ” area. 
For once we leave the confines of the two-factor model, it is concei- 
vable that the poor endowment of the area with the “ third ” factor 
(inadequate natural resources combined with an unfavourable geo- 
graphical position) may render the marginal productivity of capital, 
as well as that of labour, exceedingly low. I shall suppose that 
Italy as a whole — so long as the location of capital and labour 
within the national territory is an optimum one — is not in this 
situation; though serious mislocation could, of course, bring produc- 
tivity very much below the maximum attainable level. 

Since in this section I want to concentrate on the effects of 
capital investment, I abstract from other changes in data capable of 
raising (or lowering) the productivity of labour, such as innovations, 
shifts in foreign demand, etc., to which separate reference will be 
made in Section 8 below. 

Since we assume that whatever real wage is set by collective 
contract in the large-scale sector is — once it is established — rigid 
downwards, all that flexibility in wage policy means in the present 
context is that at any moment (or new contract date) there is a 
choice concerning whether, and by how much, the wage rate 
should be raised. I shall here consider two limiting cases. In one a 
“wage truce” prevails. In the other, the group that is already 
employed in the large-scale sector follows — successfully — the 
policy of trying continually to push the wage up to the maximum 
limit compatible with the maintenance of the group at its present 
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numbers (56). I shall assume, for the moment, that the supply of 
labour to the small-scale (and at present low-wage) sector is inelastic : 
i.e. there is no unemployment as opposed to underemployment, 
and no increase in the labour force. 

Most of what I have to say about the effect of wage policy 
follows directly from the analysis (contained in Section 4 above) 
of the origin and structure of the dual economy. It was indicated 
there that the key to the solution of the problem of closing the 
income gap between the two labour groups lies in the expansion of 
employment in the large-scale sector. 

So long as there is a wage truce in the large-scale sector, the 
new capital accumulation will induce an expansion of employment 
in that sector, even if, for reasons to which we shall refer imme- 
diately, a necessary condition for that expansion is that some 
part of the new investment in the sector should go into raising the 
average capital-labour ratio. 

It is of some importance to consider the mechanism through 
which the benefits of capital accumulation are in this case diffused 
over the entire system, leading to an improvement not only in the 
income level of those who pass from the small-scale sector into the 
large, but also in the income level of those who remain in the 
small-scale sector. 

The benefit is in fact spread in three different ways. First, the 
easier credit conditions induce an increase in the capital-labour 
ratio in many parts of the small-scale sector. Secondly, the relief 
of labour pressure on the latter, due to the exodus of workers to 
the large-scale sector, leads to a rise in the land-labour ratio (which 
is in many cases a condition also for the rise in the capital-labour 
ratio) among the workers who remain in agriculture. Both these 
adjustments raise physical productivity per head. Thirdly, the reduc- 
ed labour pressure on the small-scale sector, along with the decline 
in the degree of monopoly in the large-scale sector, brings about an 
improvement in the initially unfavourable terms of trade between 
the products and services which, even under a unified labour system, 
remain predominantly or largely the province of small-scale organi- 
sation, and those which must be reserved to large. Since the latter 


(56) I neglect the possibility that it might push wage demands so far as to reduce its 
numbers. 
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group includes capital goods, this change is an element contributing 
to the rise in productivity in the small-scale sector. 

The final effect of this double process of expansion of employ- 
ment in the large-scale sector and — what is partly dependent on 
this — improvement of the earnings level in the small-scale sector 
would, if the wage truce lasted long enough and once capital 
accumulation had gone far enough, be to close the income gap 
between the two sectors so that a unified wage system would be 
reached. 

Now it seems to be most likely that this process of closing the 
gap will entail some rise in the capital-labour ratio in the Jarge- 
scale sector as well as in the small. 

One reason — perhaps the most obvious — is a consequence of 
the local scarcity of the “third” factor. The labour shift from the 
small-scale sector to the large means the conversion of some part 

of artisan into factory industry; but much more largely it means a 
movement of labour out of agriculture, and the poorer sections of 
commerce, into industrial and ancillary activities, of which part of 
the additional output must be exported in exchange for imports of 
foodstuffs and raw materials. What this shift implies is the indirect 
substitution, through international trade, of the now more abundant 
factor capital for the still scarce factor natural resources, This 
process will, however (in the absence of compensating changes, 
from which we are at present abstracting, in foreign demand and 
supply conditions) entail a fall in the terms of trade between Italy’s 
exports and her imports, consequent upon her having to capture a 
larger share of world trade in industrial exports, and internationally 
traded services, in competition with other countries (57). 
| 
| 


(57) This is the same as what is often referred to as the “ balance of payments problem ” 
connected with raising the level of employment. A deficit in the balance of payments is, of 
course, a way of avoiding the necessity for a downward adjustment in the terms of trade. 
In recent years some writers have referred to the balance of payments problem as though it 
were something separate and apart from the problem, treated in the text above, of reaching a 

| “ private ” marginal product for labour high enough, when translated into “ real wage units ”, 
to cover the given real wage. They have suggested “ criteria of investment policy ” which 
make special allowance for the former problem by giving priority (or incentives lying outside 
the realm of private profit calculation) to those investments which are export-furthering or 
import-saving on the grounds that their “ social marginal product ” exceeds their “ private ” 
t one. See, for example, Hortis B. Cnenery, “ The Application of Investment Criteria ”, 
| Quarterly Journal of Economics, February 1953, pp. 76-96. 
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314 Banca Nazionale del Lavoro 


Provided, too, the small-scale sector has so far been “ unprotect- 
ed”, this tendency for the terms of trade of the large-scale industrial 
sector to deteriorate (i.e. for its costs to rise relative to the value of 
its output) will be reinforced from a second side: the adjustment 
— the gradual normalisation we may say — of the terms of trade 
between the two sectors of the domestic economy. 

This unfavourable shift in the cost-price relationship for the 
large-scale sector will need to be counterbalanced (unless there are 
other offsets to which we shall refer below) by an upward movement 
in the capital-labour ratio there, leading to a rise in the physical 
productivity of labour, a rise which is in effect passed on, partly to 
the outside world, and partly to the small-scale sector of the 
domestic economy, in the form of better terms of trade. 

It is true that some part at least of this necessity for an increase 
in the capital-labour ratio in the large-scale sector may be nullified 
by the effects of a decline in the degree of monopoly in the sector 
and of the fuller exploitation of internal and external economies 
of scale. Furthermore, in Italy’s particular case (which is not one 
where there has been no attempt to “protect” the small-scale 
sector) part of the necessary adjustment of the terms of trade between 
the two domestic sectors has so to speak already been worked off; 
and the removal of the artificial supports — no longer needed in 
the face of the natural correctives — could be a source of very 
substantial relief. But even if these various offsets permit some 
expansion of employment to take place in the large-scale sector 
without an increase in the incremental capital-labour ratio, they 
may still not operate over the whole course of the expansion needed 
to reach unification of the wage system. 

Even under a wage truce, then, it seems most probable that 
some capital intensification in the large-scale sector will be required 
as part of the process of raising the per capita income level of the 
small-scale sector to equality with that of the large. 

Now if, before the income gap has been closed, the wage rate 
in the large-scale sector is raised, the effect of capital accumylation 
in raising the employment level in that sector will obviously be 
weaker than under the wage truce. And there is some wage increase 
which will be just high enough to prevent the employment level 
from rising at all, and to cause the whole of the new investment 
within the sector to go into raising the average capital-labour ratio. 


- 


-— 
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In both cases, then, capital intensification, permitting a rise in 
the average physical productivity of labour in the large-scale sector, 
and in all probability consisting mostly of a shift in the industry 
mix, takes place; but in one case it is less pronounced than in 
the other. In each case the increase in productivity in the sector 
serves to cover a rise in the real remuneration of labour somewhere 
in the system. In the one case, however, it is the gradual normalisa- 
tion of the wage level in the small-scale (and, till now, low-wage) 
sector that is involved; in the other it is a further rise in the wage 
level in the large-scale, “ high ”-wage sector. 

Even when the wage in the “high ”-wage sector is raised, 
some part of the new capital supply will, it is true, always “ escape ” 
to the low-wage sector (58); and the amount which does so will be 
the larger the sharper the wage increase is. Hence, even if capital 
accumulation has, because of this wage increase no effect at all in 
raising employment in the “ high ”-wage sector, it will have some 
effect in raising productivity and earnings per head in the low-wage 
sector. It will raise the absolute level of income there, even if it does 
not narrow the income gap. A further contribution in the same 
direction will come from improved terms of trade for the small- 
scale sector, provided there is some decline in the degree of 
monopoly in the large-scale sector (due to the higher output), 
and provided those employed in that sector spend part of their 
increased income on the products and services which are entirely, 
or predominantly, the province of the small-scale sector. 

Nonetheless it remains true that those already employed in 
the large-scale sector may, by pushing wage demands far enough, 
succeed in reserving, not all, certainly, but by far the major part 
of the benefit of the new capital accumulation for themselves. The 
additional capital serves in this case primarily to support a “ wage- 
induced ” increase in productivity in the large-scale sector. 

In between the two “extremes” (59) of wage policy just 
described, various degrees of “wage restraint” are conceivable, 


(58) In a unified wage system, with unemployment taking the place of uwnderemploy- 
ment, it would be possible for the employed group to raise wages to the point where they 
absorbed ail of the new capital supply in improving their own productivity per head and 
left nothing for improving the condition of the unemployed group. 

(59) “ Extremes ”, that is to say, under the condition which we have postulated that 
the wage in the large-scale sector cannot be lowered, and that those already employed in 
the sector do not want to reduce their numbers. 
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Provided, too, the small-scale sector has so far been “ unprotect- 
ed”, this tendency for the terms of trade of the large-scale industrial 
sector to deteriorate (i.e. for its costs to rise relative to the value of 
its output) will be reinforced from a second side: the adjustment 
— the gradual normalisation we may say — of the terms of trade 
between the two sectors of the domestic economy. 

This unfavourable shift in the cost-price relationship for the 
large-scale sector will need to be counterbalanced (unless there are 
other offsets to which we shall refer below) by an upward movement 
in the capital-labour ratio there, leading to a rise in the physical 
productivity of labour, a rise which is in effect passed on, partly to 
the outside world, and partly to the small-scale sector of the 
domestic economy, in the form of better terms of trade. 

It is true that some part at least of this necessity for an increase 
in the capital-labour ratio in the large-scale sector may be nullified 
by the effects of a decline in the degree of monopoly in the sector 
and of the fuller exploitation of internal and external economies 
of scale. Furthermore, in Italy’s particular case (which is not one 
where there has been no attempt to “protect” the small-scale 
sector) part of the necessary adjustment of the terms of trade between 
the two domestic sectors has so to speak already been worked off; 
and the removal of the artificial supports — no longer needed in 
the face of the natural correctives — could be a source of very 
substantial relief. But even if these various offsets permit some 
expansion of employment to take place in the large-scale sector 
without an increase in the incremental capital-labour ratio, they 
may still not operate over the whole course of the expansion needed 
to reach unification of the wage system. 

Even under a wage truce, then, it seems most probable that 
some capital intensification in the large-scale sector will be required 
as part of the process of raising the per capita income level of the 
small-scale sector to equality with that of the large. 

Now if, before the income gap has been closed, the wage rate 
in the large-scale sector is raised, the effect of capital accumylation 
in raising the employment level in that sector will obviously be 
weaker than under the wage truce. And there is some wage increase 
which will be just high enough to prevent the employment level 
from rising at all, and to cause the whole of the new investment 
within the sector to go into raising the average capital-labour ratio. 


vr 
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In both cases, then, capital intensification, permitting a rise in 
the average physical productivity of labour in the large-scale sector, 
and in all probability consisting mostly of a shift in the industry 
mix, takes place; but in one case it is less pronounced than in 
the other. In each case the increase in productivity in the sector 
serves to cover a rise in the real remuneration of labour somewhere 
in the system. In the one case, however, it is the gradual normalisa- 
tion of the wage level in the small-scale (and, till now, low-wage) 
sector that is involved; in the other it is a further rise in the wage 
level in the large-scale, “ high ”-wage sector. 

Even when the wage in the “high ”-wage sector is raised, 
some part of the new capital supply will, it is true, always “ escape ” 
to the low-wage sector (58); and the amount which does so will be 
the larger the sharper the wage increase is. Hence, even if capital 
accumulation has, because of this wage increase no effect at all in 
raising employment in the “ high ”-wage sector, it will have some 
effect in raising productivity and earnings per head in the low-wage 
sector. It will raise the absolute level of income there, even if it does 
not narrow the income gap. A further contribution in the same 
direction will come from improved terms of trade for the small- 
scale sector, provided there is some decline in the degree of 
monopoly in the large-scale sector (due to the higher output), 
and provided those employed in that sector spend part of their 
increased income on the products and services which are entirely, 
or predominantly, the province of the small-scale sector. 

Nonetheless it remains true that those already employed in 
the large-scale sector may, by pushing wage demands far enough, 
succeed in reserving, not all, certainly, but by far the major part 
of the benefit of the new capital accumulation for themselves. The 
additional capital serves in this case primarily to support a “ wage- 
induced ” increase in productivity in the large-scale sector. 

In between the two “extremes” (59) of wage policy just 
described, various degrees of “wage restraint” are conceivable, 


(58) In a unified wage system, with unemployment taking the place of underemploy- 
ment, it would be possible for the employed group to raise wages to the point where they 
absorbed all of the new capital supply in improving their own productivity per head and 
left nothing for improving the condition of the unemployed group. 

(59) “ Extremes”, that is to say, under the condition which we have postulated that 
the wage in the large-scale sector cannot be lowered, and that those already employed in 
the sector do not want to reduce their numbers. 
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giving a more or less close approach to the maximum possible effect 
of capital accumulation in the direction of raising employment in 
the large-scale sector and income per head in the small-scale sector, 
and to the maximum possible speed in reaching a unified wage 
system. 

So far we have assumed that the supply of labour to the 
small-scale sector was inelastic, and a qualification is clearly neces- 
sary to allow for the existence of an unemployed group, or of a 
natural increment in the labour force. Under these circumstances, 
the given rate of capital accumulation, combined with a wage truce 
in the large-scale sector, though it allows additional workers to 
enter both sectors, will have a smaller effect toward reducing the 
wage differential between the sectors. And in the absence of a 
wage truce, the ratio of the numbers employed in the low-wage 
group to those employed in the “high” may easily increase, and 
the differential widen. 

The two alternative development processes are obviously asso- 
ciated with different movements from year to year in aggregate 
income; and this difference can, of course, be formally equated to 
differences in the values of the two parameters — the capital-output 
ratio and the savings-income ratio — used in the model that was 
discussed in Section 6 above. Starting out from a given level of 
income and of new capital formation in the base year, the income 
sequence in following years will be higher under the development 
process which gradually closes the income gap than under the 
alternative process, for two reasons. In the first place, the incre- 
mental capital-output ratio will be lower, and its reciprocal, the 
increment in income due to the additional capital, higher. This 
gain in income comes from several sources: the reduction in the 
extent of the phenomenon of “ size distortion” and hence in the 
productivity loss associated therewith; the larger absorption of labour 
from the unemployed group; and possibly also the sharper decline 
in the degree of monopoly. In the second place, the higher income 
due to the lower incremental capital-output ratio will in all proba- 
bility give rise, in its turn, to a larger absolute volume of savings (60) 


(60) This point would be denied by those who maintain that the absolute level of savings 
will be the higher the more heavily investment is concentrated in the sectors with high capital- 
labour ratios. Cf. W. GaLenson and H. Lersensrein, “ Investment Criteria, Productivity, and 
Economic Development”, Quarterly Journal of Economics, August 1955, Pp- 343-70- 
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(though not necessarily a higher ratio of savings to income). This 
will be an additional factor making the rate of income growth higher 
than it would be under the alternative development process. The 
double effect of a lower incremental capital-output ratio and a 
higher volume of savings will continue until the time when a unified 
wage system with full employment has been reached. 

Before closing this section I should repeat the reminder that the 
relationship between wage policy and capital needs which-I have 
here examined remains — so far as current Italian discussion is 
concerned — controversial ground. While it seems to be generally 
agreed that more capital per head among those who are now in the 
low-wage sector is a pre-requisite for raising the income level of 
this group, it is not so commonly admitted that the raising of the 
income level of those already in the “ high ”-wage sector also makes 
demands on the capital supply and competes the latter away from 
the alternative use. 

It has sometimes been proposed that a way of raising the level 
of employment in the large-scale sector would be an “ investment 
policy ” which subsidised investments in those industries within the 
sector that have a low degree of capital intensity. The objection to 
this is the obvious one that since it would divert capital from what, 
under the prevailing labour and other cost conditions, are the most 
remunerative uses, it would be another element reducing the national 
product still further below what we have called the “ normal ” level. 
It would, that is to say, aggravate rather than mitigate the income- 
reducing effect of too high a wage level in the large-scale sector. 
Here as in other cases it is uneconomical to try to adjust distributive 
shares by a method which at the same time reduces the total product 
available for sharing. The effects of a “ wrong” wage policy cannot 
be “corrected” by investment policy. 


8. The Complex of Factors Affecting the Rate of Progress Towards a 
Unified Labour System 


In the preceding section we abstracted from various sources of 
change which may speed up (or slow down) the process of achiev- 
ing a unified labour system at any given real wage rate and with 
any given rate of capital accumulation. The principal factors which 
we have neglected — for the moment we consider them as all 
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working in a favourable direction — may be listed under five 


heads: 


1) The discovery of new natural resources (the most im- 
portant recent example in Italy being natural gas). 


2) Innovations (so long as they are not so highly capital- 
or natural resources-using as actually to lower (61) the marginal 


productivity of labour). 


3) A change in foreign demand and supply conditions 
which improve the country’s terms of foreign trade (62). 


4) Domestic shifts in demand — a change in tastes — in 
favour of labour-intensive products (63). 


5) A decrease in the degree of monopoly, due either to 
government policy (such as Italy’s post-war policy of liberalising 
imports) or to the spontaneous action of entrepreneurs in refraining 
from “combination” (64). (There is no means of judging how 
much progress in this direction was actually made in recent years). 


In an earlier article (65) I observed that there was indirect 
evidence — e.g. the comparatively small expansion in employment 
in large-scale industry outside of construction — that the progress 
made in the post-war period towards closing the gap between the 
two income levels had, at least up to 1955 (66), been slow (67). 


(61) I use the Hicks definition, according to which an invention is capital-using sim- 
pliciter if it raises the marginal productivity of capital (at a given employment level and 
with a given capital supply) more than it raises the marginal productivity of labour. If it is 
very capital-using, it may actually lower the marginal productivity of labour. 

(62) Some shifts in foreign demand or supply conditions (like some innovations), 
though favourable to the economy as a whole in the sense that they raise the national 
income (i.e. shift up the average productivity curve of labour), may be unfavourable to the 
factor labour taken alone in the sense that they actually lower the marginal productivity 
curve of labour over the critical range (by rendering the average curve, though higher, less 
elastic). 

(63) Changes in the consumption pattern due to income growth, innovations or factor 
price changes, are allowed for under other heads. 

(64) The diminution in the degree of monopoly due to the growth of income and 
therefore of the market is already allowed for under other heads. 

(65) Cf. footnote 1, p. 279 above. 

(66) According to the Ministry of Labour figures, employment of operatives in large- 
scale industry (excluding construction) increased between June 1950 and June 1957 from 1,712 
thousand to 1,840 thousand, or py 7.5 per cent. Over half of this increase took place in the 
last two years. (The figure reached in June 1955 was only 1,773 thousand). 

(67) Referring to the difference in the income level per head as between the North and 
South of Italy, a difference which is roughly coincident with the income gap we have been 
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Two factors from those listed above have received special atten- 
tion in discussions of the question of where Italy’s capital accum- 
ulation during this period went to, and why it did not have more 
effect in the direction of closing the income gap. One of them 
possibly, and the other certainly, meant that some part of the new 
capital would have been absorbed in keeping up the initial level 
of employment in the large-scale sector even if the wage rate there 
had not risen. 

The first is innovations. Many of the innovations introduced 
into Italian industry since the war — some of them representing 
a backlog of inventions adopted much earlier elsewhere — have 
probably been of a conspicuously capital-using kind; and they may 
have had little effect in raising the marginal productivity curve of 
labour in the large-scale sector even if they did not actually lower 
it. Others, consisting in organisational improvements, were pro- 
bably not capital-using at all. Whether on the average the innova- 
tions really were so extremely capital-using as actually to depress the 
marginal productivity of labour, and thus to necessitate a compensat- 
ing rise in the capital-labour ratio (68) as a means of maintaining 
even the initial employment and wage levels, we have no means 
of telling. 

The second factor was the falling off in the international 
demand for textiles, a relatively labour-intensive product and one 
which hitherto has accounted for a very large part of total employ- 
ment in Italy’s large-scale sector. In fact the increase in employ- 
ment between 1950 and 1955 in the other large-scale branches 
(outside of construction), which are on the average more capital- 
intensive than the textile branch, was not much more than suf- 
ficient to make up for the fall in employment in the latter (69). 


discussing here, some writers hold that it is a positive achievement if the ratio of the higher 
income level to the lower has not increased, even if the absolute difference between them has 
not fallen but risen. Cf. V. Maxrama, Saggio sullo sviluppo economico dei paesi arretrati, 
Torino, 1958, pp. 385 ff, where this point is developed as a corollary of the widely held 
thesis that a natural tendency exists — if action is not taken to counteract it — for the 
economic gap between “developed” and “ underdeveloped ” areas continually to increase. 

(68) What is meant here is the capital-labour ratio in the sense of the volume of capital 
goods per worker. The fact that the ratio in this sense had to rise would not necessarily 
entail a rise in the capital-labour ratio in the sense of the ratio of “ embodied” labour to 
“ current ” labour. Cf. footnote 9 on p. 282 above. 

(69) Between June 1950 and June 1955 employment of operatives in the textile sector fell 
from 513 to 443 thousand, according to the Ministry of Labour’s figures; and by June 1957 
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This factor could nat, however, either alone or together with 
innovations, have been responsible for anything like the whole of 
the rise in the average capital-labour ratio (reflected largely in the 
shift towards a more capital-intensive industry mix) which actually 
occurred in “big” industry. The rise in labour costs which took 
place there must have played its part. The weight of the textile 
branch itself in the industry mix would presumably have fallen 
less far had labour costs not risen (70); and there would have been 
a consequent “saving” of capital in the form of the retention in 
use of some part of the textile equipment (especially in the cotton 
sector) which, as things were, became surplus capacity (71). 

The slowing down of the decline in textile employment is 
likely in the future, as already in the last two years (1956-57), to 
be a factor helping to make a larger part of the current increase 
in the capital supply theoretically available for the purpose of 
equipping a net addition to the labour force in the large-scale 
sector. 

The problem will, however, still remain of how much of the 
new capital supply is in fact to be used for the benefit of those 
who are still in the low- (or zero-) wage group and how much for 
the benefit of those who are already in the “ high”-wage group. 

Another very important point from which we have so far 
abstracted is the problem of labour training. It is clear that in an 
economy where an abnormally large volume of under- and unem- 
ployment has existed over a long period, the transition to full em- 
ployment does entail a special training problem. The proportion 
of workers in the training stage would — during the transition 
period — inevitably exceed the normal apprenticeship ratio. The 
necessity in which private industry at present finds itself of having 
to assume this abnormal burden of training costs if it is to step-up 


it had fallen to 425 thousand. In the cotton sector taken alone employment fell from 248 
thousand in June 1950 to 205 thousand in June 1955 and 187 thousand in June 1957. 

(70) Two considerations make this seem likely. The first is the obvious one that 
keener price competition would have allowed Italy to retain a larger share of the international 
market. The second is the probability that a larger part of the increase in domestic income 
would have been spent on textiles had more of that increase gone to the previously under- 
and unemployed, and less to the already fully employed labour units. 

(71) It is not suggested that the capital could have been “saved” just the same by 
subsidising textiles. For subsidisation is just another way of using up capital, and one which, 
given the labour and other cost conditions, would have been less remunerative than the use 
which was actually chosen. (Cf. p. 317 above). 
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the rate of labour absorption presumably acts as an extra factor 
— it has the same effect as a rise in wages — discouraging an 
expansion in employment and encouraging a rise in the capital- 
labour ratio. Much emphasis is currently placed on the training 
problem (including elementary education) in Italy. And many 
people think that it is in this field of labour training that direct 
government aid may be most useful. 

A number of other problems which have been discussed in the 
recent literature remain entirely outside the scope of this article. 
One of these concerns divergences between the “social” and 
“ private” marginal products. There are a variety of short- and 
long-run “ social” gains for which it is, in the view of various 
groups, worth sacrificing some part of potential current output in 
the “private” sense, and some part of potential current employ- 
ment. Certain types of investment, for example, are held to deserve 
special encouragement on the ground that they are particularly 
effective in breaking the fetters of traditionalism (72), that they 
lower the rate of population growth (73), that they give the country 
international prestige, and so on. Steel plants are often regarded 
as having special merits in these and similar directions, while 
textile mills are usually given a poor rating. The reader will have 
no difficulty in tacking such considerations onto the preceding 
analysis for himself. 

Finally I have not regarded it as part of my task to discuss 
the question of whether in general it is politically and socially 
desirable that one of the two development processes treated, namely 
that which leads to the fastest possible improvement in the living 
standards of the subsistence sector of the economy, should take 
precedence over the alternative which signifies postponing this aim 
in favour of a rapid advance within the better-off sector. 


9. The Problem of Italy's Economic Unification in Retrospect and Prospect 


One last question may be briefly discussed. Why was it that 
the income gap between the two groups in the Italian economy 
did not narrow at an earlier date. Why did “duality” remain so 


(72) Cf. A. GerscHenxron, “ Economic Backwardness in Historical Perspective ”, in The 
Progress of Underdeveloped Areas (ed B.F. Hoselitz), Chicago, 1952, pp. 3-29. 
(73) Cf. W. Gacenson and H. Leienstein, op. cit. 
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much more marked a feature of the Italian than of other “ advan- 
ced ” economies? 

The preceding analysis suggests that perhaps the most import- 
ant element in the explanation lies in an aspect of the Italian indus- 
trial “ revolution ” to which attention has been drawn by Prof. Ger- 
schenkron (74). He observes that the trade union movement arose, 
and began successfully to press for rising wages and to use the 
strike weapon, at a very early stage of Italy’s industrial develop- 
ment, rather than with the time lag which had occurred in other 
countries that were earlier starters on the road to industrialisation. 
The implication of this observation in the present context is that, 
whereas in some countries hired labour and large-scale enterprise 
had gone far towards replacing family labour and small-scale enter- 
prise before union action began to have much influence in pushing 
up wages, in Italy it had not gone so far. This would mean that 
the tendency, which we described previously (75) as having charac- 
terised the period since the Second World War — the tendency for 
industrial development to take a course which allowed a limited 
group of better-off workers to make gains in their income level 
per head but not to make much addition to their numbers — must 
have existed from the beginning. If a strong trade union move- 
ment, following a wage-push policy, enters upon the scene in the 
initial stage of industrial development, it may be responsible for 
the lingering on of a large artisan- and family-labour force. Italy’s 
experience in this respect may, of course, quite possibly be repeated 
in other countries which are only now just beginning to indus- 
trialise. 

The failure to achieve, early on, something approximating to 
a unified labour system must have acted as a serious drag on the 
subsequent pace of Italian economic progress. It is true that the 
starting conditions (endowment with natural resources and_loca- 
tional advantages, in relation to population) may have meant that 
the unified wage level at which full employment could have been 
attained would have been low in Italy compared with what it was 
in others of the more advanced countries. But the long survival 


(74) A. GerscHENKRON, “ Osservazioni sul saggio di sviluppo industriale dell’Italia, 
1881-1913 ”, Moneta e Credito, 1st qtr. 1956, especially pp. 58-59 (published in English in the 
Journal of Economic History, December 1955). 

(75) Cf. footnote 1, p. 279 above. 
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of the dual labour system must have aggravated the initial disad- 
vantage. For its effect in pressing such a large part of the labour 
force into very small producing units — which had for technical 
reasons to be mainly in agriculture — meant that national income 
was continually kept below the level that could have been reached, 
on the basis of any given rate of capital accumulation, if there had 
been a unified system embracing both parts of the labour force. 
And since the lower income level presumably implied in turn a 
lower rate of capital accumulation, and most likely also a higher 
degree of monopoly in “big” industry, the original cleavage must 
have exerted a cumulative effect in postponing the time when the 
entire labour force could be employed at a satisfactory real wage 
level. In other words the real wage at which full employment of 
the entire labour force could now be obtained is probably very far 
below what it would have been had a unified wage system been 
established at an early date. 

These reflections serve to stress the importance of achieving 
unification in the future. 

The distinction which we have drawn between the “high ”- 
and low-wage groups, and between the “modern” and “ tradi- 
tional ” forms of enterprise, roughly describes the economic cleavage 
between the North and the South. The problem of narrowing the 
earnings gap between those working in “big” industry and agri- 
culture, on the one side, and those working in family and other 
small units, on the other, is largely synonymous with that of even- 
ing up the income levels between the two regions. 

The fact that the low-wage sector is heavily concentrated in 
a particular geographical area is a special aspect of the general 
problem, and one which cannot be treated on this occasion. 

Nothing of what has been said in this article should lead us 
to minimize Italy’s present difficulty in rapidly reaching a unified 
economic system. The exercise of severe wage restraint among 
organised labour in large-scale industry would in any circumstances 
be hard to obtain. And the fact that Italy is entering the Common 
Market without having first achieved economic unification within 
her own territory may in one sense complicate her problem. For 
closer contacts with the parts of the Market that enjoy higher 
income levels are likely for a variety of reasons to evoke increasing 
rather than diminishing pressure towards rising wages in Italy’s 
own large-scale sector, and thus to augment the amount of capital 
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that is required for this purpose. It is true that the negative effect 
of this factor might be more than offset by the positive effects of 
increased emigration towards the other member countries, of larger 
capital imports from them, and of the breaking down of monopoly 
positions in certain sectors of Italian industry. 

It is too early to judge how great these effects will be in prac- 
tice. What seems already clear is that economic unification inside 
Italy is a good deal more remote than the term (1964) which was 
envisaged by the late Minister Vanoni in 1954. 


Rome Vera C. Lutz 











Considerations on the Industrialization 
of the Mezzogiorno 


The present article is not a’tevised or abbreviated version of my 
book which was published in German in 1951 and, four years later, 
in an Italian edition (1). It aims only at picking up the thread at 
the point at which I was forced to drop it at that time. Its justifi- 
cation lies in the constant accumulation since then of new knowledge 
and experience. 

It was only in the years following 1950 that the Italian 
authorities finally abandoned the old liberal conception according 
to which the solution to the perennial “Southern question” was 
to be sought along the lines of the special laws for the South which 
had existed since the beginning of the century, i.e. in a policy of 
large-scale public works. This policy, resolutely followed, had at 
least an experimental function and served to correct a way of 
thought of which the theoretical basis had also in the meantime 
been deepened and extended, so that gradually, and in spite of 
opposition, the way was paved for the realization that the pursuit 
of the path hitherto followed might end in an impasse. 

It was no longer possible to hold that the intervention of the 
state should be limited to the provision of the “ social fixed capital ” 
and that it should be left to private enterprise to develop the social 
and economic fruits of these preparatory public works, or else that 
it should be allowed to abandon them periodically to the destructive 
forces of the elements from which they had only just been wrested, 
as had often enough happened in the case of the land improvement 
projects. The danger that the preparatory work of the State might 


(1) Frieprich Vocutinc, Die italienische Siidfrage Entstehung und Problematik eines 
wirtschaftlichen Notstandsgebietes, Duncker und Humblot, Berlin, 1951; La questione meri- 
dionale, Studi e Testi della “ Cassa per il Mezzogiorno ”, Istituto Editoriale del Mezzogiorno, 
Napoli, 1955. 
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not be backed up by the private activity which was alone capable 
of bringing it to fruition, also threatened, though in a different form, 
the attempt to industrialize the Mezzogiorno. It threatened, that 
is to say, a process which was the only hope of breaking through 
the psychological and economic wall of the southern environment, 
and thus of giving the latter new life. 

To-day things are a good deal different. But even in the much 
more vigorous social climate that now prevails the problem still 
remains of mustering, or indeed of finding a new class of entrepre- : 
neurs. For here the case is different from that of the agrarian reform 
where in the process of expropriation it is easy to replace the old 
land owners by others who, whether they be better or worse than 
their predecessors, are always in ample supply. 

In the case of industry it is necessary to attract, from near or 
from far, a new class of entrepreneurs by offering incentives which 
act on profit prospects in such a way as not merely to neutralize the 
drawing power of the established industrial centres of Northern and 
Central Italy but to outbid it by forcing up of the productivity of 
the economy of the Mezzogiorno. And a solution has to be found 
not only to problems of a material character but also to problems of 
general education and technical instruction before the way will be 
open to the hoped for increase in the income level of the South. 

The following essay deals with these questions and with the 
recent history of the efforts to carry the unification of Italy into 
the social and economic sphere. In preparing it, use has been made 
of articles in the daily press as well as of specialized pubiications (2). 

The essay will be published in its entirety in the Jahrbuch fiir 
die gesamte Staatswissenschaft (Stuttgart). The version presented 
in this number of the Quarterly Review of the Banca Nazionale del 
Lavoro is, for reasons of space, confined to the part that deals 
with the problem which is to-day the must crucial one: that of 
the conditions and the results of industrialization in the South, and 
the limitations on its further progress. 





(2) The publications of which most use has been made, and the abbreviations adopted 
in citing them, are as follows: Informazioni SVIMEZ (Associazione per lo sviluppo dell’in- 
dustria nel Mezzogiorno), Roma, appearing weekly or fortnightly, and quoted as Inf. Sv.; 
Mondo Agricolo, Rome, weekly, quoted as M. A.; Il Mezzogiorno, Rome, monthly; Bollet- 
tino Sicindustria, Palermo, fortnightly, published by the Federazione degli Industriali della 
Sicilia, quoted as Boll. Sic.; Rivista Mineraria Siciliana, Palermo, quarterly, quoted as Riv. 
Min, Sic. 
















Considerations on the Industrialization of the Mezzogiorno 


I. The Necessity for Industrialization 


It has long been admitted by those most closely interested in 
the Southern problem that agriculture alone can never absorb the 
surplus population, even apart from the annual additions to the 
labour force, and even if the programmes for irrigation works and 
for more intensive cultivation launched by the Cassa per il Mezzo- 
giorno are completed and their economic and social yield reaches 
a maximum. A corollary of this view is that the economic and 
social ills of the South can only be cured by large-scale industrial 
development. If no initiative was taken before 1950 in this direction, 
this was mainly because emigration had allowed the basic problem 
to be pushed into the background and had warded off the danger 
of a permanent disequilibrium in the labour market. 

An emergency situation later obliged the Fascist regime — just 
at the time when, realizing the inadequacy of the one-sided “ battle 
for grain ”, it was about to recognize the necessity for industrializing 
the Mezzogiorno — to subordinate all political and economic 
exigencies to the aim of rapidly driving towards autarchy for the 
country as a whole. 

It was the Allied occupation of Italy in 1943 which, by divid- 
ing the South from the North for a period of almost two years, 
emphasized the necessity of integrating the economy of the South 
with that of the rest of the country. However, the authorities, 
instead of launching a policy of industrialization, still thought it 
necessary to give preference to land improvement and land settle- 
ment works which had been damaged or destroyed by the war, 
especially in the plain of Catania, in the area round Salerno, in 
the region of the Pontine Marshes, in the neighbourhood of Anzio 
and Nettuno, and on the lower Volturno and Garigliano. It was 
thought at this time, especially in face of the outbreaks of social 
unrest and the attempts among the peasantry to take possession of 
the land by acts of violence, which were widespread in the Southern 
regions, that the best move was to resume the programme of agra- 
rian reform and to carry it forward with the financial aid coming 
from America. Another point in favour of the policy of those giving 
priority to the agricultural sector was the conviction that it har- 
monised with the deep-seated instincts and age-old aspirations of 
the peasant masses. The efforts in this direction were a well deli- 
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neated phase of post-war reconstruction. But I cannot here enter 
in the details of the results achieved by the agricultural programme. 


ll. The Subjective Difficulties Involved in Industrialization 


a) General Psychological Obstacles 


The century which has passed since the political unification 
of Italy has not witnessed the closing of the gap which separates 
South and North, either in the material sense or in that of ways 
of thinking and behaving. 

The freeing of the South from the bonds of feudalism, which 
took place much later than in the North, left behind it a psycho- 
logical heritage of which the effects still survive. And it is in these 
vestiges of a degrading medieval oppression that is to be found the 
origin of those obstacles which still stand in the way of the inte- 
gration of the former Bourbon kingdom into modern economic 
and political life, and of the attempts to overcome or at least 
diminish the long lag of the South behind the North. Just as in 
the past — after 1860 — the extension of the exchange economy 
had broken the closed circle of the community life of the Mezzo- 
giorno, the general misery of which did not exclude patriarchal 
‘or even idyllic traits, so now industrialization was felt to be a 
violent intrusion of moral rather than material forces, and as the 
imposition of an alien way of thinking and still more of an alien 
way of life (3). 

The Southerner rebelled against the idea of being educated to 
new ways of living, of which he failed to recognize the pretended 
superiority, and of which the negative aspects initially obscured 
what at a later stage, after a process of gradual assimilation, might 
turn out to be salutary effects. And there was widespread resist- 
ance against submitting to the leadership of a class of unwanted 
and alien educators who claimed to act not only as guides towards 
the realization of a better economic system but also as apostles of 
a higher form of civilization. The resistance was the greater since 
this new civilization demanded a level of discipline on the part of 
the worker and an effort to economize time, in the race with 


(3) Cf. Virrorto Vaccari’s report on the meeting of the CEPES in Palermo on 13-15 
October 1955, Inf..Sv., IX, 1956, No. 3, p. 72 et seq. 
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machine production, which had to be acquired almost overnight, 
starting practically from scratch and skipping a long process of 
technical development as well as a system of education and up 
bringing which, in other places, had been passed on from genera- 
tion to generation. 


b) The Problem of Entrepreneurship 


A question of fundamental importance is whether this still 
largely pre-capitalistic world is able or not to give birth to an 
entrepreneurial class capable of measuring up to modern interna- 
tional standards. 

A good many of the young people in the South who are 
gifted and enterprising enough to aspire towards the higher careers, 
believe that it is only in the North that they find suitable outlets 
for their ambitions. This northward migration which, if we wanted 
to dramatize it, we might call the “ intellectual haemorrhage of the 
South”, is partly counterbalanced by an analogous movement in 
the opposite direction. Those who migrate from the North to the 
South are inferior in numbers, but they are quick to make their 
influence felt in the Southern centres where they make their homes, 
and they rapidly take on the character of an élite. The unequal- 
ness of this exchange of intellectual capital between North and 
South means that the Southerners, while recognizing the material 
and social advantages which derive from it, often feel a sense of 
moral inferiority. In any case, the draining away of the intellectual 
groups makes it different to see from what social stratum we can 
expect a local entrepreneurial class to emerge in the South, a class 
capable of making its weight felt alongside the entrepreneurial 
and managerial personnel coming from the North and, in time, 
of taking its place. So long as in Italy itself opinions concerning 
this fundamental problem differ so widely, we must be cautious 
in expressing a judgment, especially because much of what is said 
on the subject is either based on mere sentiment or else distorted 
by propaganda (4). 

The two-way migration is closely connected with another im- 
portant phenomenon: the poor level of technical education among 


(4) Fexice Det Veccnio, “ Sulle autonomie locali nel .Mezzogiorno”, Lo Spettatore 
Italiano, Rome, January 1956 and Boll. Sic., VI, No. 2, 16.1.1957, p. 32- 
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the Southern middle classes or even, until recently at least, a 
positive aversion among these classes towards careers connected 
with business or commerce. This aversion is at one and the same 
time both cause and consequence of the paucity of technical and 
professional training centres in the area. The ambition of the 
young Southerner to obtain a safe job in the Government service (5) 
is catered for by a school curriculum which leans, heavily, towards 
the humanities. And in provincial towns this type of education is 
a prerequisite for entry into the liberal professions and other careers. 
I am here referring especially to the high school (liceo) which 
alongside a handful of scholars and politicians, and an excessive 
number of would-be government employees (including teachers) 
and legions of future lawyers, doctors and journalists, turns out 
every year a new group of intellectual proletarians who are without 
a future, but whose poverty must nevertheless be mantled by a 
university degree (6). 

The ideal of a classical education, and of the possession of an 
academic title which gives it authenticity, still carries with it to-day 
in the Mezzogiorno an important prestige value. And it is unfor- 
tunately too much to expect that the social ideals of the Southeners 
can be radically changed within the short period — perhaps a 
decade — during which it seems possible that a structural trans- 
formation of the South of Italy might be achieved. 

Educational tendencies in the Mezzogiorno are still discourag- 
ing from this point of view even to-day. In 1952-53, out of ten 
young people above the age of 14, eight had attended schools pro- 
viding a humanistic education against five in the North, where the 
other five had had a scientific or technical training (7). Again in 
1952-53, the South provided 48 per cent of the candidates for the 
school leaving certificated in classical subjects, and only 21 per 
cent of those who passed the examination in technical and scien- 


(5) This is shown by the overstaffing of Southern government offices and by the high 
proportion of civil service salaries in the income of the area as a whole. Whereas the figure 
is 4 per cent in the Northern provinces of Vercelli and Varese, it is as much as 31 per cent 
in the province of Taranto (S. Tactiacarne, in I] Tempo, Rome, 17.8.1957 quoted in 
Inf. Sv., X, 1957, No. 35-6, p. 785). 

(6) According to a recent enquiry, the number of those who had had a higher education, 
was proportionally higher among the unemployed than among people in jobs. It was 36 per 
cent for the first group and 14 per cent for the second. (A. Barposcia, “ Mani e cervello 
nell’operaio meridionale ”, in Civilta delle Macchine, Rome, Nov.-Dec. 1956. 


(7) Ibid. 
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tific subjects. And the South accounts for about 38 per cent of 
the population. At the same time the South furnished 52 per cent 
of those graduating from the law faculties of the Universities, and 
42 per cent of those graduating in medicine, against only 27 per 
cent of the graduates in engineering (8). 

As Giustino Fortunato had already complained, the South- 
erners were, and still are, less inclined than are the people of the 
North to devote themselves to studies of a practical kind. This 
phenomenon is attributable, if not exclusively, then at least in part, 
to the paucity of opportunities in the Southern regions for turning 
a technical scientific education to profitable account. 

This subjective factor, the lack that is of enterprising perso- 
nalities capable of initiating new ventures and taking risks, often 
represents, in the whole complex of forces which condition indus- 
trialization, the most negative element. Indeed, it constitutes a much 
more serious obstacle to the economic development of the South 
than does the scarcity of capital or the inadequacy of the credit 
system which distributes that capital. 


c) The Lack of Education and Training among the Workers 


The lack of technical training, which Luigi Salvatorelli called 
the “illiteracy of the literate”, is just as serious an obstacle to 
the industrialization of the Mezzogiorno, as is the absence of a 
class of commercial and business leaders. An equally heavy handi- 
cap is the illiteracy of large strata of the population; and this is 
another symptom of the absence of a social milieu with modern 
habits and ideas. 

The inability to read and write and the ignorance of the rudi- 
ments of arithmetic (9) extend in the North to 6 per cent of the 
population. In the South the figure is still as high as 23 per cent. 
And this is still an insufficient guide to the true gravity of the 
phenomenon. For we ought to adjust this figure upwards to allow 
for those whom we might call the “ relapsed illiterates”, or those 
who once went to school but did not complete even an elementary 
education and subsequently forgot the little that they had learnt. 
When allowance is made for this group, the proportion of illiterates 


(8) Inf. Sv., X, 1957, No. 4, p. 95 f. 
(9) Ibid., p. 79 £. 
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among the population in the Mezzogiorno is, according to one 
estimate which does not seem to be unduly pessimistic, about 50 
per cent. This is symptomatic of conditions which leave very little 
hope indeed that it may be possible rapidly to create in the South 
an industrial apparatus on the high technical level that is required 
to-day in order to keep pace with world competition, and into 
which the worker in the North is, thanks to his better education 
and training, well able to fit. 

Praiseworthy efforts have been made for a number of years 
now towards breaking down this wall of ignorance. They have 
included the foundation of labour training schools, the provision 
of special courses, and the organisation of a modern apprenticeship 
system. They can, however, bear fruit only over the longer run, only 
after a difficult struggle and, for some time at least, only among a 
small circle out of the total population. Moreover, according to 
one distinguished statesman and economist (10), the provision of 
a specialized industrial training requires a minimum of three years 
and costs at least 500,000 lire a year per head. Thus, if the labour 
force with specialized training were to be increased by, for example, 
50,000 units, the cost would amount to 75 milliard lire. This sum 
is equivalent to three quarters of the amount originally allocated 
to the Cassa per il Mezzogiorno for one year’s operations. The 
outlay of time and money goes beyond anything that can con- 
ceivably come from private initiative (11). Indeed, it was three 
semi-public entities (1RI, FINSIDER, FINMECCANICA) which undertook 
to provide specialized training for young as well as older workers 
in Naples, gathering together the necessary group of instructors, 
and providing courses which are at present in the third year and 
have an attendance of as many as 600 trainees. The number of 
participants could easily be expanded were more facilities avail- 
able (12). This “Centro di Addestramento Maestranze Industrie 
Meridionali”, which aims at training labour for heavy industries 
in the Naples area, is of course a mere beginning, limited to one 
geographical centre and one branch of industry. It is to be hoped 


(10) E. Corsino, “ Aspetti attuali dell’economia meridionale ”, in L’industria meridio- 
nale, Vol. III/IV, March 1956, quoted in Inf. Sv., IX, 1956, No. 24, p. 514. 

(11) See radio talk by Carto Fasrizi of 8.12.1956 (quoted in Inf. Sv., X, 1957, No. 3, 
p. 653 f.). 

(12) Ibid., X, 1957, No 7, p. 180 f. 


ca 
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that the example may be followed in other industrial centres, which 
are already in existence or in process of being created, and especiall 

in the major branches of industry. In general the lack of skilled 
labour, a lack which can be overcome only slowly and with dif- 
ficulty, constitutes one of the worst obstacles to industrialization in 


the South. 


lil. The Objective Problems of Industrialization 


a) The Supply of Power 


Any industrialization programme for the Mezzogiorno comes 
up against a problem of power supply. Even in this respect, the 
numerous Alpine water courses, together with the natural gas 
deposits in the Po Valley, assure the North of a position of supe- 
riority with which the South could draw even only by exploiting 
the possibilities offered by atomic energy and even then, of course, 
only provided it were not outstripped in this field also by the 


_North (13). 


It is a well known fact that Southern Italy and the Islands 
lack rivers which carry a continuous and large flow of water, with 
the exception of the Sele and the Volturno. Most of the streams 
which rise in the Southern Appennines, even if these in some parts 
reach beyond the snow line, are rushing torrents at one time of 
the year and waterless beds at another; and this is a characteristic 
which has been sharpened by the effects of deforestation and the 
ploughing up of grassland. These sources of water power, which 
are at some times overfull to the point of being dangerous to life 
and property and at others — and just when the need would be 
greatest — completely dried up, can be harnessed only with the 
aid of dams and sluices. But, even then, action is necessary to avoid 
two possible disasters. One is the crumbling, washing away and 
subsidence of the bare mountain slopes on either side, which unless 
prevented rapidly silts up the reservoirs impounding the water, and 
reduces the supply of water available for power generation and for 


(13) The recent announcement on this subject is not too encouraging. It says that, of 
the 4 or 5 atomic energy plants which Italy plans to set up by 1960, only one will be in 
the South. (Inf. Sv., X, 1957, No. 11, p. 6). 
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irrigation. The other danger is the permeability of the soil which 
may allow the water to trickle away. 

The first of these dangers calls for careful and thorough under- 
pinning of all gullies and ravines in the usually extensive catch- 
ment area, the- construction and continuous maintenance of a care- 
fully constructed amphitheatre of terraces running horizontally and 
vertically. These artificial steps have to be planted with quick- 
growing hardy types of tree of which the best has proved, in 
Southern Italy, to be the eucalyptus. Even this plant, which comes 
from Australia, must be carefully tended in the early years of its 
growth if it is to survive. 

The second danger, which derives from the late geological 
formation of the Southern Appennines, can perhaps only be obviated 
by means of cement injections, which, despite their high cost, are 
no guarantee of success. 

On top of these material obstacles in the way of the production 
of hydro-electric power, to which must be added the rapid evapo- 
ration caused by the southern climate, there is an economic obstacle 
connected with the distribution of current. The cost of electric 
power, which is for technical reasons above the national average, 
is further increased by the need to relay it to consumers scattered 
over a large area, hardly any of whom are industrial users, and 
who do not need, or are unable to afford, a high rate of con- 
sumption. 

The growth in electricity consumption, which is increasing for 
the whole of Italy at the rate of 6.3 per cent per year, justifies the 
target set by the “ Vanoni Plan” of raising output from the level 
of 35.5 milliard Kwh. reached in 1954 to 66 milliard Kwh. in 
1964 (14). It was estimated, also in the “ Vanoni Plan”, that the 
remaining sources of electric power which it would pay to develop 
did not exceed 45 milliard Kwh. Even previously, about 70 per 
cent of the total volume of economically worthwhile waters had 
already been developed on the Southern mainland and 55 per cent 
in Sicily, while the North had exploited only 45 per cent of its 
much richer reserves (15). In future, therefore, the emphasis would 
have to be placed on thermal production which alone would make 


(14) Schema Vanoni, p. 25. 
(15) Pasquate Saraceno, Elementi per un piano quadriennale di sviluppo dell’economia 
italiana, Milan, 1947, p. 57 f. 
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it possible to cover the deficit of 20-25 milliard Kwh. by 1964 (16). 
Methane gas and fuel oil seem called upon to replace, to an increas- 
ing extent, expensive imported coal. The inferior Sardinian coal, 
which is also costly, would be worth processing only by a petrol- 
chemical technique which would have to be applied at the point 
of extraction (17). 

The rich deposits of methane gas in the Po Valley, the recent 
discovery of which revealed a previously unsuspected store of mineral 
wealth, have their counterpart in finds of the same kind, though 
smaller in magnitude, in the Plain of Catania (Sicily). The opti- 
mistic first hopes were, however, subsequently disappointed. The 
output measured in coal-units fell from 25,000 tons in 1955 to 
17,000 in 1956, because the high carbon anhydride content of the 
gas from a number of wells made it necessary to close them 
down (18). 

On the other hand, the South still retains its lead, its monopoly 
even, in respect of oil production. Here too, however, the hopes 
originally entertained had to be sharply scaled down. The field 
of Ragusa in southeast Sicily, where, in the autumn of 1953, the 
Gulf Italia was the first of the various Italian and foreign firms in 
the running to strike oil, has so far yielded increasing quantities 
but of a low grade product. According to the rate of extraction 
reached in the autumn of 1957, the annual output ought to reach 
about 1.6 million tons (19). This is equal to a tenth of the present 
needs of Italian refineries. 

In 1956, the “ acre Mineraria” started drillings to a depth of 
3,400 metres near Gela on the south coast of Sicily. Enrico Mattei, 
the General Director of Ent, has recently declared himself confident, 
on the basis of the soundings so far taken, that production would 
amount to 2 million tons a year. However, this oil seems to be 
even heavier and more bituminous than the deposit at Ragusa so 
that, before it can be pumped to the surface, about 15 per cent of 
solvents has to be used. This of course greatly adds to the cost 
of extraction, and means that the deposit ranks low as a source of 


(16) Even now Italy’s output of electricity comes from hydro- and thermo-electric plants 
in the proportions of 70: 30 respectively (Boll. Sic., VI, 1957, No. 11, p. 6). 

(17) F. Pastina and A. Sorustri, “ Fonti di energia e industrializzazione del Mezzo- 
giorno ”, in Idrocarburi, Rome, 1957, No. 1, quoted in Inf. Sv., X, No. 9-10, p. 238. 

(18) Boll. Sic., V1, 1957, No. 19, p. 8 f. 

(19) Ibid., p. 13. 
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fuel products. Nevertheless, Mattei is also contemplating working 
the submarine oilfields that are presumed to exist off Gela. Other 
prospectings by EN1 have been proceeding near Noto and Caltagi- 
rone (20), also in Sicily, and judgments on them are favourable. 

As against this, it appears, unfortunately, that the slightly later 
discoveries of oil in the Abruzzi which seemed promising to start 
with, at least as regards quality, have later proved disappointing. 
The bore holes, after the first rich production, threw up more brine 
than oil (21). In fact, the “ Gulf Italia”, after incurring prospecting 
costs of about 2.5 milliard lire, gave up its concessions in the 
Abruzzi in the beginning of 1957 (22). “Esso Standard” and “Shell 
Italiana ” followed suit (23). The failure to strike oil was not alone 
responsible for this sensational withdrawal. According to the public 
declarations of the General Director of “ Gulf Italia”, the new 
Italian oil law, which was passed by Parliament on 11 January 
1957 after bitter struggles, also played a decisive part (24) because 
of “the poor economic stimulus which it gave ” 

That part of the oil from Ragusa which is not refined or con- 
sumed on the spot (25) now flows through a 75 kilometre long 
pipeline to the refinery at the former naval base of Augusta. This 
refinery has recently been expanded to an annual capacity of 2.2 
million tons and it still obtains most of its crude oil from abroad, 
in the main from the Near East, and these supplies were of course 
partially interrupted by the Suez Canal crisis (26). 

It is estimated that by 1960 about three quarters of the South’s 
production of thermo-electricity can be covered by imported and 
local oil, and hence at relatively low cost. And this is obviously 
an extremely important factor for the future of Southern industry. 


(20) Ibid., No. 18, p. 35. 

(21) Basler Nachrichten, 2.10.1956. 

(22) Inf. Sv., X, 1957, No. 5-6, p. 127. 

(23) Basler Nachrichten, 20.3.1957. 

(24) Ibid., 24.1.1957 and 7.3.1957. A later press announcement (ibid., 16.12.1957) 
reports that the “ Gulf Oil ” has reacted to the failure of the latest drillings near Ragusa by 
giving up most of its concessions there and stopping further investments in the Island. This 
decision of the American company is declared to be the result of the recent advance of state 
planning influences in Sicily, leading to favoritism towards the semi-state corporation ENI. 
It seems to me, however, that equal importance should be attached to the high cost of 
extracting and processing this bituminous Ragusa petrol. In the case of a lowering of the 
price of petrol, such wells would be among the first to be closed. 

(25) Inf. Sv., VIII, 1955, No. 38, p. 854. 

(26) Boll. Sic., V1, 1957, No. 1, p. 12. 
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Unfortunately, the tax authorities appear to have scant understand- 
ing of this situation. They have imposed a tax of 0.55 lire on a 
thousand calories obtained from fuel oil, while the same amount 
obtained from methane gas is taxed at 0.33 lire and from imported 
coal at 0.20 lire (27). This discrimination is probably intended to 
restrict the growth of oil refining which even in 1955 began, or 
so it was feared, to exceed the absorptive capacity of home and 
foreign markets (28). But it is obviously a question of choosing the 
lesser evil. The alternatives are either to leave private enterprise 
freedom of action, so long as it complies with certain social obli- 
gations, and to give up a source of tax revenue which it may be 
difficult to replace, or to deprive industrialization in the Mezzo- 
giorno, which is the primary objective of current economic and 
social policy in Italy, or one of its prerequisites, namely a cheap 
source of power. There can scarcely be any doubt as to where the 
choice should lie. Without the present tax, a thousand calories, 
produced from fuel oil, would be provided at a price not above 
2.20 lire. The objection that is sometimes made that increased oil 
imports add to the deficit of the Italian balance of trade will not 
stand up to examination. Exports of oil products, which in 1956 
reached a value of no less than 106 milliard lire (a sum which was 
already a substantial one) (29), along with the exports of various 
other products obtained from oil or with its help, cannot fail to 
bring back a good part of the foreign exchange spent on the crude 
oil. It is therefore mistaken to argue that the weight of this item 
on the debit side justifies, as a means of lightening it, recourse to 
marginal sources of hydro-electric power. This sort of logic is 
reminiscent of the old mercantilist theories according to which a 
country should extract the precious metals from its own soil regard- 
less of cost, even if the same quantity of gold and silver could be 
obtained much more cheaply from abroad in exchange for manu- 
factured goods. Moreover, in this case, the South has, by virtue 
of its geographical position, the advantage of the lower freights, 
which has enabled Bari, Augusta and above all Naples to create 
on the basis of oil from the Middle East, an important processing 


(27) R. Detta Fexice, “ Lo sviluppo del Meridione e il problema dell’energia”, in 
Realta, 22.2.1957; Inf. Sv., X, 1957, No. 11, p. 269. 

(28) Basler Nachrichten, 10.8.1955. 

(29) Boll. Sic., V1, 1957, No. 10, p. 26. 
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industry which now vies, in terms of the volume of exports, with 
the Northern refineries. 

These oil refineries, which have shot up very rapidly especially 
in the South, are intended to supply the increased need for power 
which is estimated by the “ Vanoni Plan”, on the assumption that 
the Italian economy maintains the rate of growth there envisaged, 
to reach 20-25 milliard Kwh. in 1964. This is an amount which 
the domestic hydroelectric potential cannot possibly cover. 

The extraction of the so-called “ forze endogene” — or vol- 
canic steam emanating from the ground — which were rather 
optimistically hailed as likely to prove one of the main sources of 
power in the South, has fallen far behind expectations. The pre- 
cedent of Larderello, south of Volterra, where the Italian State 
Railways obtain all their electricity from this source at very low 
cost (30), has unfortunately not been repeated in other places, with 
the exception of a few instances of scarce significance, such as that 
on the tiny island of Volcano near Lipari. 

The experiments undertaken at considerable effort and cost in 
the vicinity of Naples, on the Phlegrean Fields and on the Island 
of Ischia were soon dropped because of their poor results. And a 
similar venture at Sciacca in Sicily, at the outlet of the local thermal 
springs, proved a complete failure (31). In any case, these opera- 
tions present extremely difficult problems the solution of which is 
hindered rather than helped by the fantastic accounts given in some 
parts of the press. If all that was necessary was to bore through 
the flanks of Etna in order to release volcanic steam from its depths, 
the undertaking would undoubtedly have been successfully carried 
out before (32). Nevertheless, the results obtained in the one case 
of Larderello should be an encouragement to further efforts. 

Part of the reason for the slackening of interest in the “ forze 
endogene ” was the sudden burst of hope that large oil fields would 
be found in Italy after the early successes near Ragusa in October 
1953. It was anticipated that the new source of energy would 


(30) Here again it was due to the energy and farsightedness of an outstanding private 
operator, the Tuscan Count Ginori-Conti, that the transition was made from abstract concept- 
ions to the practical realisation of projects which demanded an expenditure of effort and of 
funds which could be expected to yield a reward only at a distance of decades. 

(31) F. Pastina and A. Soxusrati, loc. cit.; Inf. Sv., X, 1957, No. 9-10, p. 238 f. 

(32) Cf article by Mario Lupo, “ Elettricita ¢ metallurgia”, in the Catania daily Le 
Sicilia of 2.7.1957. 











Considerations on the Industrialization of the Mezzogiorno 339 


produce power much more cheaply and — what was an important 
consideration — with less risk of insuccess. The work on these 
schemes should now be resumed with greater vigour; and it is time 
to reconsider the possibility of producing another 3 milliard 
Kwh. (33) of power with the volcanic gas which erupts from the 
sub-soil in so many places in Southern Italy. Such operations depend 
in any case on the application of new technical methods. 


b) The Availability of Raw Materials 


Italy has always been poor in raw materials and this circum- 
stance has been an obstacle to her industrial development. The 
principal exception were the sulphur mines of which the principal 
ones, in Sicily, were alone supplying, around 1900, about 80 per 
cent of world production. The other Italian sulphur deposits are 
situated in Campania, in Romagna and in the area round Ancona. 
Italy was not, however, able after the beginning of the century to 
preserve the monopoly which nature had conferred upon her. 

During this period of strict economic liberalism, the supply of 
sulphur was subject to violent fluctuations corresponding to the ups 
and downs in production. At regular intervals, prices collapsed, 
and, in the wake of the crisis, came a trail of ruined marginal and 
small concerns. The periodic closure of these pits plunged masses 
of workers into misery and despair, which often found relief in 
wild bursts of violence. Throughout the rgth century, social unrest 
was endemic in the Sicilian mining areas. 

Efforts to regulate sales constantly came to grief because of 
the equally endemic greed and shortsightedness of the owners. 
Another factor preventing the necessary concentration of owner- 
ship was the property system prevailing in Sicily. Almost all of 
the richer pits belonged to the family estates of the Sicilian nobles, 
most of whom were deeply in debt and, as absentee owners, either 
farmed out the pits to foreigners or left them in the hands of 
managers. Even in good times, the profits from the mines — when 
they were not pledged to creditors — were seldom used to improve 
the conditions of the mines and the mining equipment. 

Sicily’s leading position in the sulphur market, which was 
thought to be permanent, carried with it, as in so many similar 


(33) Cf. articles by Guatriero Mazzet, in I] Mezzogiorno, Il, 1953, Nos. 10 and 12. 
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cases, a serious danger. It provided no incentive or compulsion for 
the owners to introduce better mining methods or, what was even 
more urgent, to improve working conditions, which were compar- 
able to those of early capitalism and rendered Sicily a painful 
exception to the progress made both in Italy and in the rest of 
the world. The backward methods of production meant a loss of 
productivity of 30-35 per cent (34). Only a minority of firms had 
the determination and the means to give up these methods and 
also to improve the living conditions of the workers. These few 
enterprises (25 out of the approximately 600 at the turn of the 
century) supplied half of the whole production. It must, however, 
in all fairness be added that the irregularity with which sulphur 
strata are found introduces an element of chance into the profit- 
ability of mining and limits the scope for mechanization (35). 

The processing of the raw material was left almost entirely to 
other countries. Sicily had only a few small refineries; and in 1860 
there was one single sulphuric acid works in Palermo. 

The alternation of periods of boom and slump which had been 
characteristic of the nineteenth century gave way, in the twentieth, 
to a permanent state of depression, when new sulphur deposits 
were discovered in Louisiana and Texas, where the mineral could 
be brought to the surface by a drilling process using compressed 
air and boiling hot water. This process, which had been invented 
by the German-American Frasch, is dependent on particular geo- 
logical conditions and cannot therefore be extended to every region 
where sulphur is found. With the new technique, man no longer 
had to go below the surface to mine the sulphur; all he had to do 
was to pump it out of the earth which was heavily laden with this 
material. This new production method did serious damage, of 
course, to Sicily, where the mineral is not found in large lumps 
in pure form, but is embodied in rock, with a 15-30 per cent 
sulphur content, and can be extracted only by mining and pro- 
cessing this rock. In these circumstances the new American sup- 
plies were able after a brief period to challenge the position of the 
traditional Italian production in the world market and gradually 
to exclude it. There were brief periods of recovery only in times 


(34) Epicarmo Corsino, Annali dell’economia italiana, Citta di Castello, 1931, Vol. II, 


(35) Riv. Min. Sic., IV. 1953, No. 24, p. 288. 
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of war or rearmament when the Italian production was added to 
that of the rest of the world as the marginal element. 

Not only was the American sulphur cheaper than the Sicilian. 
The output was also larger. As early as 1912 the United States had 
an output of 788,000 tons, while the output of the Sicilian mines 
had fallen, from the maximum of 537,000 tons reached in 1900, 
to only 200,000 tons (36). 

The “ flotation” process would make it possible to reduce the 
cost by about 18 per cent and increase the sulphur yield by at least 
25 per cent. However, this method calls for a consumption of 
water at least thrice the weight of the stone that has to be pro- 
cessed (37). Thus, in accordance with the “laws” of industrial 
location, the raw material must be brought to the water instead of 
the opposite which, in any case, would be impossible in the dry 
area of Central Sicily where the main sulphur deposits are situated. 
The only solution would be to erect flotation works that would 
serve a certain number of mines situated within an area of not 
more than 20 square kilometres; and these works would, of course, 
have to be situated either on the banks of an all-the-year-round river 
or by the seashore. But even with that system the cost advantage 
enjoyed by the American sulphur would only be reduced: it would 
not be eliminated. 

Even before the discovery of the American sulphur, the Sicilian 
product had been threatened by a dangerous rival produced mainly 
in Central Italy in the form of pyrites which had already captured 
Sicily’s former English customers towards the end of the nineteenth 
century. Its rise was meteoric, and it even drove sulphur into the 
shade for the time being in Italy itself. It is significant that the 
comprehensive work of Loiacono devoted to the policy of autarchy 
hardly mentions the mining of sulphur in Sicily: evidently it was 
no longer considered of any account. 

This changed situation, which depended primarily on the new 
competition from other areas, and on the new technical discoveries, 
seems to have lead to the neglect of considerations of a social 
character which were, however, an important part of the Sicilian 
mining problem, given the large numbers of workers who were 


(36) Riv. Min. Sic., XII, 1957, No. 43, p. 36. 
(37) Ibid., 1954, No. 26, p. 59 £. 
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directly or indirectly dependent on the sulphur mines for their 
living. 

To complete the picture it should be added that, even before 
the end of the nineteenth century, sulphur had found new uses as 
an amtiparasite for vines and as an ingredient in paper making. 
But in spite of this the market for Sicilian sulphur did not improve 
except in sporadic boom conditions such as occurred, for example, 
during the Korean War. Unfortunately modern technology has 
not discovered a way of reducing the production costs by the half, 
or more, which would be necessary to put Sicilian sulphur back 
into the position of being able to compete on the world market 
without State aid (38). 

Another factor which worsened the position of Sicilian sulphur 
was the general decline in the production capacity of the mines: 
the exhaustion of a certain number of mines meant that they had 
to be closed (39). Others had been temporarily closed during the 
war, and had suffered from flooding and the collapse of some of 
the workings. 

The industry was thus caught in a vicious circle between the 
unfavourable market and price conditions and the costs of putting 
back into service some of the closed mines. This was a situation 
from which the industry was unable to extricate itself by its own 
efforts. It was clear that if the industry was to have any future 
at all, state help was necessary especially in order to allow the 
prospecting for new deposits which were thought to exist in large 
and still unexplored areas of the island (40). 

This new prospecting was encouraged by the general expecta- 
tion, even in America, that the already heavily worked deposits in 
Louisiana and Texas (of which the output had been forced up to 
a very high level during the Korean War) were nearing exhaus- 
tion (41). A state law of 12 August 1951 set aside 950 million lire 
for the purpose, and to this sum the Sicilian region added 770 mil- 
lion. Simultaneously, in the Italian budget, a sum of g milliard 


(38) Concerning the countries which import Italian sulphur, cf. Boll. Sic., VI, 1957, 
No. 11. 

(39) Riv. Min. Sic., Il, 1957, No. 7, p. 6 and 22. 

(40) According to Riv. Min. Sic., 1952, No. 15, p. 125, 5,500 square kilometres are 
likely to contain sulphur. The area worked at present is about 1,300 square kilometres. 

(41) Giuserre Tucci, “Capitali per le miniere di zolfo”, in 24 Ore, Milan, 4.8.1951; 
also Riv. Min. Sic., IV, 1953, No. 24, p. 280 f. 
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lire was allocated for urgent repair work and for permitting the 
worst hit firms to pay wage arrears (42). 

After the end of the Korean War many factors combined to 
bring the Sicilian sulphur crisis once more to the fore. In the first 
place, the rearmament demand fell short of expectations. In the 
second place, on top of the decline in world sulphur prices there 
came the sharp fall in ocean freights, a fall which deprived the 
Sicilian industry of the protection which its geographical proximity 
to certain markets had given it when freight rates were high (43). 

Finally, there is the declining rate of output or gradual exhaus- 
tion of the mines at present producing in Sicily, mines which are 
estimated to have from 15 to 20 years still to go. 

The State and Regional grants made in aid of new prospecting 
had almost been used up by 1956. Additional funds were allocated 
by the Sicilian Regional Government (44) subsequently. The author- 
ities have had to proceed against resistance from the mine owners 
themselves, who are doubtful whether — despite the benefits of 
the best modern techniques of prospecting and processing imported 
from the United States — all this costly activity may not prove in 
the end to be a useless luxury. 

The prospects, in fact, became darker when rich deposits were 
discovered off the shore of the United States in the Gulf of Mexico, 
in Mexico and in Southern California, all deposits which can be 
worked by the cheap Frasch method (45). In addition, a method 
had been discovered of obtaining sulphur from oil. In the United 
States, about 100,000 tons of this synthetic product were placed on 
the market in 1952. Methane gas, too, yields sulphur — in the 
proportion of 55,000 tons per million cubic metres (46). The new 
discoveries of oil and methane gas in Canada, and the exploitation 
of methane deposits at Lacq in France, add to the risk that the 
market may be flooded with the cheap synthetic product. 

These unpromising prospects, and the accumulation of large 
unsaleable stocks in the mining areas, have led the mine owners 
federation — “Ente Zolfi Italiano” — to close pits on a number 


(42) Riv. Min. Sic., V, 1954, No. 28-29, p. 231-35. 

(43) léid., VIII, 1957, No. 43, p. 36. 

(44) Ibid., VII, 1957, No. 43, p 37- 

(45) Ibid., IV, 1953, No. 24, p. 280 f.; V. 1954, No. 28-29, p. 217; VI, 1955, No. 34-35. 
p. 197 f.; VII, 1956, No. 40-41, p. 167 and No. 42, p. 281. 

(46) Ibid., VIII, 1957, No. 43, p. 40. 
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of occasions. In 1953, stocks amounted to 300,000 tons, while pro- 
duction fell off to 166,000 tons, and exports were practically nil (47). 
The wretched miners, some of whom still had arrears of wages 
owing to them, followed the example of the peasants in occupying 
the land and occupied the mines (48). As the State credit of 9g mil- 
liard lire was linked to the modernization of the mines, this could 
not be drawn upon. The Regional Government, through the Bank 
of Sicily, tried therefore to help by granting a small loan. A year 
later, however, the crisis became even more acute and forced the 
Central Government to make a new effort. An additional credit 
of 3 milliard lire was granted; and the Government made a con- 
tribution of 10,000 lire per ton to the losses which the producers 
incurred by selling sulphur at the world market price (49). But 
even this proved to be insufficient. In the financial year 1958-59, 
the export price per ton of Italian sulphur (for which the principal 
customers were France at the top of the list, followed by Israel, 
the U.S.S.R. and Tunis) fell to 25,000 lire, while Italian buyers 
were paying 46,000 lire (50). It is difficult to see how this costly 
subsidization policy can be continued indefinitely, especially since 
there is no prospect, certainly, that the market conditions will 
improve. 

Nor is the situation likely to be helped by the advent of 
the Common Market. For it can hardly be expected that the other 
member countries be willing to impose a tariff against the cheap 
American sulphur in order to allow the Italian product to be sold 
at a price which covers its costs. Moreover, there may very well 
be intra-European competition which might become particularly 
strong with the heavy increase in output that is predicted for syn- 
thetic sulphur produced at low cost from French methane (51). 

It was against this background that the En1 decided to prospect 
for new sulphur deposits on its own account, and to set up, where- 
ver the results were good, the necessary processing plants (52). 
This would mean that there would be introduced in the Sicilian 
sulphur industry the same “ vertical concentration” that has been 





(47) Il Mezzogiorno, Nov. 1954. p. 26. 

(48) Riv. Min. Sic., V, 1954, No 28-29, p. 232 f. 

(49) Ibid., VII, 1956, No. 37, p. 45- 

(50) Basler Nachrichten, 4.10.1957.- 

(51) Boll. Sic., VII, 1958, No. 1, p. 13 £. 

(52) Riv. Min. Sic., VIII, No. 43, Jan.-Feb. 1957, p. 37 f. 
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adopted in other areas for oil and methane gas (53). It is only in 
this way, and of course on the condition that remunerative prices 
are obtainable for the sulphur products, that it may be possible to 
cover the cost of extraction of the raw material and to raise the 
sulphur industry from the state of depression in which it has lan- 
guished for so long, and thus to cure one of the chronic maladies 
of the vast area of Central Sicily. 


The other extracting industries of the South are of more recent 
origin. Although the existence of potash in Sicily had long been 
known, it was only in 1955 that a start was made to mine it on 
a large scale (54). Three big Italian companies began operations 
in three provinces at the same time after a new process had been 
worked out for producing an excellent type of fertiliser from the 
“Cainite” which is the mineral in which potash occurs in Sicily. 
Up till then, Italian agriculture had consumed only small quant- 
ities of potash-fertilizers — some 60,000 tons a year — and these 
had had to be imported. The new technical process and the exploit- 
ation of the Sicilian deposits promised to relieve the trade balance 
on the import side and even possibly to provide a surplus for 
export (55). Moreover, French and American experience suggested 
that, if the potash fertilizers are available close at hand, the demand 
for it shoots up, and that the quality and quantity of agricultural 
produce perceptibly improves. In the United States, for example, 
the consumption of potash fertilizers has tripled. In the case of 
potash, too, the plan is to erect, in Sicily, processing plants near 
the points of extraction, and to supply both home and foreign 
markets from these points. If this scheme is carried out, a great 
step forward will have been made on the way towards industrial- 
ization of the island and indeed of the whole South. 


Sicily also produces rocksalt (salgemma), which is highly 
appreciated by the chemical industry on the Italian mainland (56). 


(53) Boll. Sic., VI, 1957, No. 11, p. 5. 

(54) Riv. Min. Sic., V, 1954, No. 25, p. 3 f£.; VI, 1955, No. 31, p. 20 f.; No. 32, 
p- 67; VII, 1956, No. 37, p. 22; Boll. Sic., IV, 1955, No. 24, p. 17; V, 1956, No. 7, p. 18 f.; 
No. 21, p. 20 and No. 24, p. 17; VI, 1957, No. 1, p. 10 and No. 5, p. 17 f.; The Statist, 
« A Survey of Sicily”, April 1957, p. 39. 

(55) Inf. Sv., X, 1957, No. 24, p. 525. 

(56) The rocksalt production in Calabria is of no importance. Cf. Svimez, Statistiche sul 
Mezzogiorno d'Italia 1861-1953, Rome, 1954, p. 423. 
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Production, which in 1956 reached 175,000 tons (57), could, however, 
be substantially increased by more progressive methods. In this 
case, too, it would, of course, be a good thing for Sicily if the raw 
material could be treated at works erected near the mines. This 
would save costs and would prevent the transfer to the North of 
the processing profits. 


Since the loss of Istria to Yugoslavia, Italy’s richest deposits 
of bauxite are those on the Gargano promontory of Apul:a where, 
as early as 1937, the Montecatini Company had started mining 
operations. In 1951 production was 173,869 tons, and in 1954 it 
had risen to 268,499 tons (58). 


Lastly, the Sicilian experimental mining centre (Centro speri- 
mentale per l’industria mineraria) has started to search for phos- 
phate, with good prospects of finding it, since Sicily is the geo- 
logical continuation of Tunisia which is rich in that mineral. There 
is no need to emphasize how important the discovery and exploita- 
tion of such resources would be for the agriculture of Sicily and 
of the whole of Italy (59). 


c) The Supply of Capital 


When the Kingdom of the Two Sicilies was incorporated in 
the United Italy in 1860, its industry could bear comparison with 
that of the North both in variety and in technical development. 
Its weakness consisted in the fact that it was concentrated in a few 
localities and that it depended on the customs protection with which 
it had been pampered. Once this was withdrawn after union, it 
was unable to stand up to the competition of the factories of Lom- 
bardy and Piedmont which had been toughened by the free trade 
regime of Cavour. 

With this regression of the South to the level of a more or 
less solely agrarian economy, there began the flow of capital from 
South to North which southern economists, especially Fortunato 


(57) Boll. Sic., V, 1956, No. 23 p. 12. 

(58) Inf. Sv., VIII, 1955, No. 48-49, p. 1098 f.; IX, 1956, No. 26-27, p. 566 f.; 
Svimez, Statistiche, cit., p. 422. 

(59) Inf. Sv., XI, 1958, No. 3, p. 65. 
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and Nitti, were never weary of lamenting. A substantial part of 
the savings of the South, coming especially from the large wheat 
farms, was quickly despatched. to the industries of the North which 
were rapidly developing and which were themselves later to be 
granted high tariff protection. For them, the South, in addition 
to being a market of which they so to speak had a monopoly, was 
now also the source of a rich supply of capital. This movement 
of funds from South to North also carried with it the bank deposits 
representing the remittances of Southern emigrants. 

According to the liberal conception, capital surpluses were 
bound, in a free market economy, to find their way to the point 
at which they were most needed. If this expectation was not real- 
ized, it was due, it was claimed, to the industrial protection which 
distorted the economy of the country. For this protection had 
induced foreign countries to impose retaliatory tariffs on the agri- 
cultural exports of Southern Italy, and had thus resulted in the 
drying up of the most important source of wealth in that area. 

But even if a free trade policy had prevailed, a balance between 
the economy of the North and that of the South would still not 
have been achieved. In the early years of this century there was 
no clear understanding of the principles which govern the location 
of industry, whereas to-day we know from experience that it is 
determined not so much by the proximity of raw materials, or 
sources of power or of a labour supply, as by agglomerative ten- 
dencies which are conditioned by historical factors. 

The existing industrial centres, endowed with amenities and 
with public services, act as poles of attraction for new industries, 
whereas in areas with little or no industry, the establishment of 
new industries can be induced only by outside intervention of which 
the state must be the motive force. At least this is true in the 
absence of new discoveries of mineral resources or sources of power, 
as for example oil, such as are capable of profoundly altering the 
environment. 

If, at the beginning of the century, it was believed that the 
principle that “ nature abhors a vacuum ” worked within a country’s 
economic system so that capital would flow spontaneously towards 
the areas that were short of it, the conviction soon spread that, if 
things were left alone, the vacuum would become even larger. 

One of the main aims of the programme of the Cassa per il 
Mezzogiorno was just this of reversing the direction of this flight 
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of capital, which as we have seen was accompanied by the flight of 
persons from the educated classes. 

The Cassa, however, achieved only a limited success in this 
field. About 40 per cent of the expenditure in the South flowed 
back to the North, where it was invested in new plants with the 
usual multiplier effect. In the South, on the contrary, the wages 
paid by the Cassa were spent almost entirely on consumers’ goods. 
In view of the low standard of living there, this is understandable 
and also socially desirable, but it does not contribute to the solution 
of the crux of the Southern problem which is the shortage of capital 
and the unwillingness to invest in industry the few resources 
available. 

In 1955, the South with nearly 38 per cent of the population 
accounted for 17 per cent of national savings. In 1956, which was 
however a year of poor harvests, the figure was only 15 per cent, 
while consumption in the South in that year reached 23 per 
cent (60) of the national total, thus exceeding, according to the 
most reliable estimates, the area’s share (20 per cent) in the national 
income (61). 

At the end of 1956, deposits at Postal Savings Offices and at 
banks and savings banks were only 11 per cent of the total Italian 
figure. These figures do not however allow us to draw any very 
definite conclusions (62). Indeed there is no inevitable relation 
between the degree of economic backwardness and the volume of 
capital available for investment; for the savings of depressed areas, 
when they are not invested in other more prosperous parts of the 
same country or abroad, either disappear from circulation into 
hoards, or are used to buy government securities. 

Only a vigorous development of the industrial potential of the 
Mezzogiorno could have remedied this situation, by keeping the 
savings of the South in the area, by attracting them out of their 
anachronistic hiding places, and by offering promising opportunities 
for the employment of foreign capital. But in any case only State 


(60) Inf. Sv., X, 1957, No. 25, p. 553; G. Tactiacarne, “Calcolo del reddito del set- 
tore privato e della pubblica amministrazione nelle Provincie e Regioni d'Italia nel 1956”, in 
Moneta e Credito (quarterly publication by Banca Nazionale del Lavoro), Rome, 1957, 
No. 39, p- 324- 

(61) Inf. Sv., X, 1957, No. 25, p. 550. 

(62) Boll. Sic., V1, 1957, No. 2, p. 32. 
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intervention could, as has already been emphasized, create the 
conditions for such a development. 

I will spare the reader details of the measures taken since the 
end of 1947 in respect of taxes, custom duties, freight and electricity 
rates, and in credit and other fields, measures which were subse- 
quently modified to meet changing conditions. A few points may, 
however, be mentioned. 

All Southern industries, whether new, reconstructed or ex- 
panded, were granted exemption for ten years from that part of 
the income tax (imposta di ricchezza mobile) which is levied on 
a proportional basis. And the new law of 29 July 1957 gave 
exemption from this tax to that part of profits (up to 50 per cent 
of the total) which firms, wherever situated, invested in the five 
following years in the construction, expansion or reopening of 
industrial plants in the Mezzogiorno (63). 

The exemption from custom duties (originally given up to 
January 1958 and later extended to June 1965) of building materials, 
machines and other capital goods imported for the new industries 
was not very well received, understandably enough, in the North. 
But, even in the South, the objection was raised that the absence 
of protection was exposing the new enterprises of that area to the 
more powerful foreign competition (64). 

Another form of concession on the part of the State is that of 
preferential transport rates on the State railways for raw materials 
and other supplies necessary for the starting up or expansion of 
industrial plants in the South. On distances of over 1,000 kilome- 
tres, the reduction is as much as 50 per cent. The aim of this 
measure is, of course, to attenuate the handicap imposed on the 
South by its remoteness from the main industrial centres. 

For the sake of completeness, it should be mentioned that a 
Law of 6 October 1950, extending previous measures, obliges state 
bodies to place a fifth of their orders with Southern firms. Orders 
from this source are in addition to normal orders which Southern 
industries can obtain in competition with Northern concerns for 
state contracts. From a recent question asked in the Senate, it is 
clear that this “ Legge del quinto” is not always complied with, 
in spite of a ministerial circular of June 1955 enjoining observance 


(63) Law of 29 July 1957, No. 634, Art. 34. 
(64) Inf. Sv., No. 5-6, p. 118 f. 
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of it. In Sicily, too, it is common knowledge that the law is 
ineffective, and the Regional Government has long been pressing 
for the reservation of at least half of all orders to the industry of 
the island (65). 

The policy aimed at increasing the availability of capital for 
Southern industries obviously had, at the beginning, to be of an 
experimental nature. This explains the slow rate at which it 
gathered momentum in comparison with other parts of the develop- 
ment programme which were rega.ld as deserving priority, and 
which could be executed on the basis of much wider previous 
experience — such as the improvement of technical, agricultural 
and educational conditions which was essential if Southern industry 
was to develop on any considerable scale. 

The government programme for assisting the growing industry 
of the South to obtain capital covered a variety of measures: loans 
at reduced interest rates; the partial guarantee of the loans 
themselves; outright contributions to the cost of the plant; and 
the possibility of state participation in the share capital of the new 
enterprises, or even of the erection of State enterprises. As long as 
possible, an effort was made to observe the rules of the free market 
economy; but it was later found necessary to give State guarantees, 
in order to reconcile the need for security on the part of the 
Institutes authorized to grant industrial loans with the development 
possibilities of enierprises which would otherwise be in danger of 
foundering under the weight of heavy interest charges. 

The guarantees were initially given for 70 per cent of the 
amount borrowed (66). The figure was later cut to 50 per cent, 
evidently in consequence of a demand for loans which was much 
heavier than had been foreseen. As was to be expected, this cut 
resulted in a more than proportional reduction in the effectiveness 
of the State guarantee (67). 

The reduction made it difficult for the new enterprises to finance 
their working capital requirements; for the reduction in the 
guarantee often prompted the Institutes granting industrial credit 


(65) Relazione al Consiglio Generale della Sicindustria, Bozze, Catania, 4.2.1955, 
p. 16 f.; also Inf. Sv., VIII, 1955. No. 26-27, p. 619 f., No. 31-32, p. 719 and No. 33-34, 
p. 762; Boll. Sic., VI, 1957, No. 4, p. 11 f. 

(66) Law of 14.12.1947, No. 1598, Art, 10. Svimez, Agevolazioni per l’industrializza- 
zione e lo sviluppo economico del Mezzogiorno, 4th ed., Rome, 1954, p. 509. 

(67) Law of 9.5.1950, No. 261, Art. 10; Ibid., p. 691. 

















Considerations on the Industrialization of the Mezzogiorno 351 


to ask for mortgages not only on the property of the firm (factory 
buildings, machines and stocks) but on private assets as well, thus 
depriving the entrepreneur of the collateral he needed for obtaining 
the necessary working capital. The result was that the new 
factories had hardly been built than they felt the financial pinch. 
For these difficulties, which have recently been the subject of 
complaints in Sicily (68), no solution has to my knowledge so far 
been found. All subsequent laws, including the latest one, were 
concerned only with further reductions in interest charges and did 
not deal adequately with the problem of the guarantees (69). 

The new Southern enterprises are naturally still far from 
being able to finance themselves out of retained earnings, and the 
Italian Federation of Industrialists (Confindustria) has urged that 
in the present difficult credit situation, further steps should be taken 
to help Southern industry to equip itself on modern lines. Account 
is here taken of the difficulties which Southern industry will have 
in adapting itself to the new situation created by the Common 
Market (70). 

Up till 1953 the volume of funds available to the Banco di 
Napoli and the Banco di Sicilia for loans to industry was limited 
to 10 milliard lire a year, equivalent to little more than 30 per cent 
of the total amount requested by private firms (71). This imbalance 
between supply and demand naturally made it more difficult to 
select the enterprises to receive loans; and it led to the application 
of criteria of a technical-financial order rather than principles that 
were more of an economic policy nature. Thus applications for 
expansion and modernization from existing firms were given priority, 
since such firms had their own past experience to offer as evidence 
of their trustworthiness as debtors (72). 

The new regulations concerning industrial credit and contained 
in the Law of 11 April 1953, No. 298 (foundation of the three 
special credit institutes, IsvEIMER, IRFIs and cts) also added a limited 
amount of public funds. 


(68) Report of M. P Carotto on the new Sicilian industry law, Boll. Sic., V1, 1957, 
No. 15-16, p. 45. 

(69) Inf. Sv., X, 1957, No. 11, p. 263 f. 

(70) Boll. Sic., VII, 1958, No. 4, p. 17 f. 

(71) Inf. Sv., VIII, 1955, No. 23, p. 443. 

(72) Ihid., IX, 1956, No. 7, p. 155. 











352 Banca Nazionale del Lavoro 


The law further authorizes the industrial credit institutes that 
were reorganized in 1953 to participate in the setting-up of financial 
companies of which the function would be to promote industrial 
development in Southern Italy. The present legislation, following 
the example of similar regulations adopted in Sicily in 1950, also 
provides that certain Institutes (1.M.1., 1.s.a.P.) May participate within 
specified limits in the subscription of the share capital of industrial 
firms, and thus take part in their management; in this way the 
credit risk is reduced. The State may thus indirectly become a 
partner in new industrial enterprises, and through the corporations 
under its control, such as mt and ENI, may take the initiative in 
setting up, and participate in the management of, such enterprises. 

Another rich source of investment capital were the series of 
loans which the International Bank for Reconstruction and Develop- 
ment granted, at first with some hesitation and at long intervals, 
to the Cassa per il Mezzogiorno. The first two tranches of 10 million 
dollars each were placed at the free disposal of the Cassa, which 
took advantage of the technical services and of the organization of 
the new institutes for industrial loans. It was only from 1955 on 
that the Bank, obviously reassured by its experience up to that 
point, showed a willingness to give more ample finance to the 
Cassa (73). In 1955-56, that organization received within a short 
period further credits of 70 and 75 million dollars respectively, 
which, however, were now tied to specific investment projects. 

The World Bank drew up, on the basis of calculations of their 
benefit to the national economy, a whole set of such projects with 
corresponding allocations of funds. 4o million dollars were ear- 
marked for land improvement projects in Sicily and Sardinia; 
55 million were to finance hydroelectric power stations; and the 
balance of 50 million went to 17 industrial enterprises engaged in 
the production of fertilizers, chemical and pharmaceutical products, 
building materials (especially cement), timber boards, canned foods, 
and glass. 

The programme did not, however, provide any assistance to 
the engineering sector, nor to the steel industry, the expansion of 
which is most keenly desired in the South as a basic element in the 
new industrial structure. Evidently the Bank considered that the 


(73) Inf. Sv., VIII, 1955, No. 24, p. 572 f.; No. 25, p. 600 f.; IX, 1956, No. 15, 
p. 316; No. 41, p. 848; No. 43-44, p. 892 f.; No. 45, p. 9373 Boll. Sic., V1, 1957, No. 2, p. 8. 
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total of Italian capacity in this field was already more than enough 
to satisfy home and export requirements. 

Seven of the new factories to which the Bank allotted credits 
are to be set up in Sicily, one in Sardinia and the other 9 on the 
Southern mainland, including the Province of Latina. In all cases, 
the sites will be in centres which are already economically developed 
and possess the necessary “ social fixed capital ” in the form of roads 
and railway connections, water, sewers, electricity, post offices and 
other public utilities. In other words they are centres with already 
existing industries to which in many cases the new units will be 
complementary, and from which they will draw an advantage in 
the form of “ external economies ”. 

This policy differs in spirit from the 1957 law on industria- 
lization, since that measure aims at the wide dispersal of the new 
factories among rural centres in a manner which will “ decongest- 
ionize ” the overcrowded agricultural sector. These social motives 
for preferring a more even geographical distribution of industry 
are foreign to the productivity-minded directors of the World 
Bank (74). 

In addition to the World Bank loans, Italy obtained in the 
years 1954-57, special loans from the United States Government 
for the building up of industry in the South. These amounted to 
8.75 milliard lire (out of a total of 18.75 milliard lire most of 
which was intended for other purposes (75), left to the discretion 
of the Italian authorities). 

Addition loans, amounting to 25 milliard lire, came from the 
American grain surpluses which were turned over to the Italian 
Government at a price below the market level (76). 

In this way there was made available a further sum of almost 
35 milliard lire which helped finance investment for almost twice 
this amount, and made it possible to absorb about 20-25 thousand 
workers who would otherwise have been unemployed or underem- 
ployed. 


According to an editorial article in the Informazioni Svi- 


mez (77), between the time when the industrialization programme 


(74) Inf. Sv., IX, 1956, No. 48-49, p. 1021 f. 

(75) Ibid., IX, 1956, No. 52, p. 855. Similar credits had already been granted for 
analogous purposes. (Ibid., VIII, 1955, No. 23, p. 452; IX, 1956, No. 45, p. 936). 

(76) Ibid., X, 1957, No. 19, p. 413. 

(77) Ibid., X, 1957, No. 22-23, p. 496 f. 
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for the Mezzogiorno was started and the end of June 1956, 
financial resources totalling 94.6 milliard lire were provided through 
the relevant credit institutions, the funds of the Cassa per il Mez- 
zogiorno, and the loans of the World Bank (78). It is estimated 
that this sum gave rise to investment amounting to 223.5 milliard 
lire inclusive of stocks. The ratio between loans granted and invest- 
ments made is thus 42 per cent, and the figure would rise to 63 
per cent if stocks were excluded. Since there is a tendency for 
the interested parties to give estimates for the value of the invest- 
ments to be undertaken that are higher than the real figures, and 
since it is difficult for the institution granting the finance completely 
to eliminate the overvaluation at the estimates stage, the author of 
the article supposes that, to be on the safe side, we should raise the 
figure from 42 to 50 per cent. When this correction is made, we 
arrive at a total potential investment of about 190 (instead of 223) 
milliards, a sum which, according to the former Minister Campilli 
would be sufficient to create 53,000 new jobs (79). This calculation 
implies that the amount of fixed capital required on the average for 
each additional worker employed would be about 3.6 million lire, 
a figure which corresponds to that given by the Cassa per il Mez- 
zogiorno in the publication entitled La Cassa per il Mezzogiorno: 
primo quinquennio 1950-55, (Rome 1955). 

When all the other sources of funds (ordinary bank advances, 
loans granted under the various special laws, and finally self- 
finance) are included, the aggregate figure for the financing by new 
industrial plants over the period 1944-1957 may be very roughly 
estimated, according to the article of the svimez, at about 340 
milliard lire. If the 50 per cent ratio proposed above is adopted 
the total volume of investments (partly taking place with a lag) 
cught to be somewhere in the neighbourhood of 680 milliards. 
The svimez article also tells us that for the period 1950-57 another 
420 milliards of lire may be added for the reequipment and ex- 
pansion of existing plants: for the years prior to 1950 no estimate 
is attempted because of the lack of adequate data. 

The total of industrial investment is thus estimated by the 
SVIMEZ study at 927 milliard lire for the period 1950-57 and of this 


(78) A new loan from the World Bank to the Cassa and to the Land Reform Agencies 
was envisaged for August 1957 (Ibid., No. 32, p. 716-18). 
(79) Ibid., No. 29, p. 656 and No. 33-34, p. 738. 
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amount 158 milliards were made in the year 1957; and it is pointed 
out that the annual rate has been continually rising since 1955. 
If this rate were actually to reach the desired level and the process 
of economic development were to continue without interruption, and 
if the inevitable errors of judgment of the entrepreneurs and the 
difficulties of financing new investments were to remain within the 
normal limits (80), the financial resources provided during these last 
eight years would have laid the foundations for the creation of 
155 thousand additional jobs. 

This development process ought of course to continue for many 
years still without breaks or a slowing down in its rythm, and then 
it would be possible to reach the level of employment which the 
“Vanoni Plan” envisaged for 1964 and wich implies a substantial 
reduction in, if not the abolition of, unemployment in the Mez- 
zogiorno. 

The new State Law (of July 1957) on industrialization and the 
Law of the Sicilian Region which was passed at almost the same 
time reflect the determination to make any economic sacrifice that 
may be necessary in order to help the Mezzogiorno out of the 
depressed conditions in which, despite the efforts of the past years, 
it still remains. All possible means are being concentrated on this 
still remote and difficult objective of lifting up the Mezzogiorno: 
new contributions to the cost of plants; further reductions in 
interest rates; renewals of provisions for tax relief and for increased 
credit facilities; substantial grants for the establishment of industrial 
zones; shareholding by public bodies in private companies. 

The final result will depend on the financial capacity of 
Italy — or that is of the State and of the Sicilian Region — but 
more especially it will depend on the possibility of persuading the 
Italian public, through a propaganda campaign which reaches 
wide strata of the population, to accept a reduction in consumption 
and an increase in the fiscal burden, which are indispensable con- 
ditions for the realization of what to-day is only a dream: the 


levelling up of economic conditions between the South and the 
North. 


(80) Many entrepreneurs succeeded in procuring the “own funds”, of which they 
had to show the existence as a condition for obtaining loans at a preferential interest rate, 
only by borrowing at short term from the banks at very high interest rates and against mort- 
gages. Cf. Inf. Sv., X, 1957, No. 21, p. 45. 
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IV. Questions of Method Regarding Industrialization 


a) The Choice of Location. 


The question of what was the best location for the new indus- 
trial establishments in the Mezzogiorno was left in the background 
so long as it was still unclear whether the protective measures and 
the incentives provided by the Government would really give good 
results and would bring into being factories capable of standing on 
their own feet after Government aid had been withdrawn. Thus, 
at the beginning, the subsidized industries were left to go their own 
way until it was discovered that as in every other case, they obeyed 
the well-known laws of the “location of industry”. In this case 
too, the firms felt, except in a few instances where other factors 
were at work, the force of attraction towards a small number of 
already existing centres of industrial concentration. In fact it was 
soon conspicuously apparent that, within the more limited area of 
the South, just as previously in Italy as a whole, a new cleavage 
was to be feared between developed and underdeveloped areas. 

The 460 new or reequipped industrial establishments which had 
been aided up to the end of 1955 by the three special credit institu- 
tions for the Southern mainland and the islands (IsvEIMER, IRFIS, 
cis) were in fact concentrated in, or round Palermo, Catania, Naples, 
Bari, Pescara, Latina and Cagliari (81). This was in spite of the 
principle followed by the credit institutes that application from the 
most backward areas should be given priority (82). In the early part 
of the period then, little progress was made towards reaching the 
aim of relieving the labour pressure in the overpopulated rural 
areas; an aim which, for reasons that have been repeatedly stressed, 
constituted a guiding principle of Italy’s Southern policy. 

In face of these results, the proposal was often advanced that 
steps should be taken to draw the new industrial plants towards 
the places where the workers were already living. With a view to 
counterbalancing the disadvantages implied by this spreading of the 
establishments, a plan was suggested for graduating the loans that 
might be granted (83), and the new Law of July 1957 made 


(81) Inf. Sv., IX, 1956, No. 26-27, p. 553- 
(82) Ibid., No. 13-14, p. 291. 
(83) Ibid., No. 16, p. 354. 
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provision for contributions towards the construction of factories in 
centres with up to 75,000 inhabitants (84). In drawing up these 
provisions, regard was had to the type and extent of public interven- 
tion that would be needed if the location of the new industries was 
to follow the desired pattern. We need only mention here that 
electricity rates are normally the higher the smaller, and the farther 
from the power stations, is the place of consumption. At the same 
time the differences in wage rates between town and country, 
which were once substantial, are tending to disappear as a result of 
the growing influence of the trade unions. 

On the other hand, an investigation carried out by the svrmez, 
and covering the greater part of the new industries in the Mezzo- 
giorno, leads to the conclusion, which is at first sight surprising, that 
the “social cost” imposed by every new inhabitant is inversely 
correlated with the size of the centre to which he immigrates. 
Assuming that the “ social cost” per worker has to be doubled in 
order to allow for the fact that-soon or later he brings with him 
another person, the cost is estimated as follows for centres of 
different sizes: 


— up to 30,000 inhabitants: L. 123,000; 
— from 30,000 to 200,000 inhabitants: L. 194,000; 
— over 200,000 inhabitants: L. 357,000. 


If the State subsidy for the construction of low-cost houses is 
included, the cost is still higher, but the proportions as between 
towns of different sizes remain roughly the same (85). 

As against this, it is estimated (though no figures are, or 
probably can be given) by the Economic Commission for Europe 
that the disadvantages to an entrepreneur of transferring his enter- 
prise from a populous to a relatively unpopulated centre are 
“ considerable ” (86). (The expression used in the £.c.£. study for 
small and tiny centres of population is “ villages”, but this can be 
changed into “ small urban centres” in the case of Southern Italy, 
since the large Southern rural communities are, from the sociological 
point of view, really overgrown villages). 


(84) Art. 18-19. In the meantime, a draft bill has been tabled proposing that this 
upper limit of 75,000 inhabitants be raised, because it operates against slightly larger towns 
which also have no industry. (Inf. Sv., X, 1957, No. 47, p. 1055 f.). 

(85) Inf. Sv., X, 1957, No. 20, p. 438 f. 

(86) Unirep Nations, Economic Survey for 1954, ECE, Geneva, 1955, p. 159. 
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Theoretically, therefore, the optimum size of a centre for the 
planting of new industry lies at the intersection of two curves: one 
representing the rising private expenditures and the other the 
falling public ones, or viceversa, according to whether the firm is 
moving from a large centre to a small one or from a small centre 
to a large one. Even in normal cases, where the transfer to small 
centres does not entail mass migration and most of the workers 
are drawn from the local population, they have to be educated up 
to their new industrial activity and to the way of life corresponding 
to it. 

A point in favour of transplanting industries to places which 
have previously been purely agricultural centres is the statistical fact 
that (87) savings per person vary inversely with the degree of 
rurality. The more, that is to say, an area is dependent on agricul- 
ture, the larger is the proportion of earnings absorbed by the ele- 
mentary necessities of life. The dispersal of industry can therefore 
be justified not only on grounds of personal welfare, but also by 
reason of its economic and fiscal effects. 

At the opposite pole to this theory and practice which favours 
industrial dispersion, is the older theory which inclines towards the 
creation of “ industrial zones ”, where the State or the local autho- 
rities provide cheap building land and the essential “ social fixed 
capital” in the effort to attract and acclimatize a variety of enter- 
prises. This concentration of industrial concerns in chosen areas 
(usually offering ample local supplies of labour and the proximity 
to a large body of consumers) presents a number of advantages, 
especially of a technical kind, in comparison with the decentralisa- 
tion solution, however important may be the positive aspects, 
mostly social and political, of the latter. Location in a large centre 
gives the entrepreneur the possibility, which he would not have, 
or would have only on a much more limited degree, in a small 
centre, to determine the optimum size of his establishment, and the 
degree of mechanization, perhaps going as far as automation, in 
accordance with rational principles. Moreover, the costs of the 
necessary public services can be spread over a larger number of 
users and thus bear less heavily on the single entrepreneur than 
they would in isolated rural centres. 


(87) Inf. Sv., X, 1957, No. 47, p. 1065 f. 
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The new law on industrialization takes into account both the 
excentric and the concentric approach to organization. It gives 
assistance to industrial dispersion, but in Article 21, it provides for 
aid towards the creation of “ industrial zones”. Further the law 
recognizes the right of consortia of communes, provinces, chambers 
of commerce and other bodies uniting for the purpose, to expro- 
priate suitable land; and it empowers the Cassa to assume up to half 
the relevant costs, and to pay part of the interest (Art. 24) whenever 
it is necessary to borrow in order to finance the construction of 
public utilities. As far as I know, this sort of consortium has up 
to date been formed in the South only for the plain of S. Eufemia 
(Calabria) and for Bari (88). 

The idea of industrial zones has been given particular attention 
in Sicily and a great deal of trouble has been taken in working 
out appropriate plans. According to the present programme, there 
will be nine of these zones scattered over the island in a few years’ 
time (89). Catania, which has long been the industrial and business 
centre of the island (although other cities have constantly tried to 
wrest that title from it) has assumed the leadership in this respect. 
Its industrial zone is the oldest and so far (with go hectares) the 
biggest in the island. Palermo comes next with an area half that 
size (go). Catania had the initial advantage of possessing a nearby 
plain, which was once riddled with malaria and is even to-day 
only sparsely settled and extensively cultivated, but has enabled 
Catania to carve out an industrial zone near the city. Palermo, 
situated in the heart of the rich Conca d’oro, obviously has more 
difficulty in finding a sufficiently large area without paying exces- 
sive expropriation costs. 

In the industrial zone of Catania, the Sicilian Region has 
spent 700 million lire on development projects (91). By the summer 
of 1957, a total of 64 factories were already operating or under 
construction (92). The group comprises a well diversified range of 
activities. It contains enterprises manufacturing glass, pottery, 


(88) Ibid., X, 1957, No. 37, p. 844 and No. 39-40, p. 890. 

(89) Ibid., X, 1957, No. 22-23, p. 489. 

(90) Ibid., X, 1957, No. 17-18, p. 387 f. 

(91) Ibid., Provision of 650 million lire and 800 million lire was made for the areas of 
Messina and Palermo respectively in the Regional budget (Inf. Sv., IX, 1956, No. 30-31, 
p- 623 and No. 32-33, p. 659 £.). 

(92) Boll. Sic., V1, 1957, No. 14, p. 34 f. and Inf. Sv., IX, 1956, No. 33-34, p. 755- 
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building materials, iron and wood products, plastics (93), steel 
products, electro-engineering goods, railway equipment, steel pipes, 
agricultural and other machines, irrigation equipment, oil by- 
products, medicines, rubber, paints and varnishes, wireless sets, 
shoes, jute, textiles and clothes, beer fruit juices and tinned fruits, 
sweets and other food products, and so on. The only missing item 
is fertilizers which will be produced by the large plant now being 
constructed at Priolo near Syracuse by the Edison group (94). It 
is expected that 4,500 workers will find permanent employment in 
the Catania industrial zone (95). 

I have dwelt on this case at some length because it is the only 
example so far of an agglomeration which owes its origin not to the 
spontaneous operation of forces of attraction but to conscious plann- 
ing. In fact other similar schemes have not got beyond sporadic 
single investments, in spite of the fact that since 1953 the regional 
budget of Sicily has contained an item of 3.6 milliard lire for their 
development (96). 

The “industrial zone” approach has not been without its 
critics. Nor have these been cofined to the supporters of the dispersal 
of industry. There were also proposals for intermediate solutions, 
based on the selection of broader zones of what might be called 
“industrial concentration”. The areas indicated are those at the 
mouth of the Volturno and the Sele, the coastal stretches of Meta- 
ponto and the lower Neto, and the region of Pescara and the Tavo- 
liere in Apulia (97); and in Calabria, the plains of Sibari and of 
Rosarno, after the example of Santa Eufemia had shown the way. 
Nevertheless it will be difficult, in such extensive areas as the 
Tavoliere of Apulia, to prevent a concentration of enterprises round 
certain centres, whether they are given support or not, and whether 
they are called industrial zones or by some other name. Foggia, 
and also Cerignola and Santo Severo, would probably act as centres 
of attraction for the new industrial plants that were planned for 
the area round them. 


(93) A large new factory erected by Montecatini at a cost of 2.8 milliard lire will 
employ 300 workers making plastics. It will be the biggest factory in the area so far. 
(Boll. Sic., V1, No. 20, p. 9 f.). 

(94) Boll. Sic., V1, 1957, No. 20, p. 10. 

(95) Inf. Sv., X, 1957, No. 17-18, p. 388. 

(96) Ibid., No. 22, p. 389. 

(97) F. Compacna, “ Industrializzazione e azione meridionalista”, in Civilta degls 
Scambi, Bari, No. 10, 1957, quoted in Inf. Sv., X, 1957, No. 32, p. 710 f. 
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Another point which is worth considering is the proposal made 
in the course of these discussions for a graduated system of credit 
and fiscal assistance which would help promote the creation of 
complementary industrial groups. The powers and duties of 
whatever agencies were given the task of making the necessary 
choices would come very close to those devolving upon the authori- 
ties in a centrally planned economy. 


b) Choice of Industries 


The State was in a position to exercise a decisive influence on 
the character and structure of the new industrial organisms through 
the credit institutes responsible for granting industrial loans. Given 
this possibility, the question which has to be asked is: should the 
State use this power on its own responsibility and at its own risk, 
and if so what criteria should it adopt in the selection of industries? 

As in the question of location, the initial attitude was, under- 
standably, one of wait and see. The State could not guide develop- 
ment without first ascertaining what were the sectors of industry 
which would guarantee the credit institutes security and earnings for 
the loans granted to finance them. And it soon became clear that 
existing firms, which needed capital only in order to make altera- 
tions, to expand or to re-equip themselves, found a readier hearing 
than firms which had still to give proof of their power to sur- 
vive (98). Only gradually, as experience and familiarity with 
hitherto infrequent types of financial operation developed, did the 
emphasis move to new firms. 

There was a good deal of controversy about the order of priority 
that should be followed in allocating credit. The majority of 
replies to a recent enquiry made by the periodical called “Il Mez- 
zogiorno ” stressed the processing and conservation of food products 
so strongly, and to the exclusion of other aspects of the question (99), 
that one is inclined to suppose that they were mostly sent in by 
Northern industrialists. This supposition is confirmed by the strong 
warnings not to set up firms doing the same job as existing enter- 
prises which are already sufficient, it is held, to satisfy home 
demand (100). In the same way, a Cabinet Committee had, shortly 
before, given a position of first importance to industries processing 


(98) Inf. Sv., TX, 1956, No. 19, p. 403. 
(99) I] Mezzogiorno, 1957, No. 3-4, p. 48. 
(100) Ibid., 1957, loc. at. 
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agricultural products. This was to be combined with the produc- 
tion, first, of those goods which the Cassa needed most in carrying 
out its development programme, i.e. building materials, especially 
cement, the provision of which initially constituted a real bottleneck. 
Second came tools and simple agricultural machines, and fertilizers 
and pesticides; and third, certain consumers’ goods industries which 
were desired in order to satisfy the requirements of the local popu- 
lation (101). 

Other experts have recommended the creation of industries for 
the production of relatively new products which are not very wide 
spread in Italy — particularly electric domestic appliances, plastics 
and electronic goods, and chemical and pharmaceutical products. 
But there is general agreement that textiles and leather goods — for 
which the market is saturated — should be excluded (102). 

Lastly, many experts, including Pasquale Saraceno, take the 
line that the main objective should be the development of the 
engineering and steel industries. These, they argue, form the basis, 
and the stimulating agent for any healthy industrial growth. 

It must be admitted that the reality of the industrial South 
bears only the remotest resemblance to this ideal. Nor has it shown 
any sign of complying with other prophecies or expectations .Indeed, 
half way through 1957, according to figures given by Campilli, 
the loans granted were divided up among the main branches of 
industry, as follows (103): 

chemicals: 27.7 per cent; 
construction materials: 22.6 per cent; 
food products: 19.7 per cent; 
engineering: 10.7 per cent (104). 

That some progress has been made is shown by the fact that 
the foodstuffs industry, which was leading in 1950 with 35 per 


cent (105) now occupies only third place, whereas the chemical 


(101) Inf. Sv., IX, 1956, No. 21, p. 441 f. 

(102) Ibid., No. 19, p. 403. 

(103) Ibid., X, 1957, No. 33-34, p. 738. 

(104) In the list of industrial credits accorded by the Banco di Sicilia, foodstuffs were 
leading in June 1956 with 21 per cent. Next came building materials with 12, engineering 
with ro and chemicals with 8 per cent (Inf. Sv., IX, 1956, No. 45, p. 935). The percentages 
in the case of loans granted by IRFIS were somewhat different: 55 for chemicals, 16 for 
building materials, 11 for foodstuffs, 6 for engineering (Boll. Sic., VI, 1957, No. 19, p. 6). 

(105) Inf. Sv., IX, 1956, No. 1, p. 5 f. 
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industry, a rather elastic term it is true (106), at that date held first 
place, followed by building materials. Chemicals presumably in- 
clude the large works planned at Syracuse where plastics are to be 
manufactured out the local supplies of sulphur, salt and oil (107). 

The engineering industry has, on the other hand, lagged far 
behind. In the three years 1954-56, investments in it, financed by 
borrowing and out of its own resources, amounted to only 12 
per cent of total industrial investment in that period (108). It 
absorbed about 21 milliard lire, or an average of 230 million for 
each of the gt plants which were established, expanded or reequipped 
during these years. As, however, of these 21 milliards 9 went to 
four large establishments, the remaining 12 milliards were shared 
by 87 firms, for which the average sum drawn was therefore less 
than 138 million. If, as according to the estimates of the Cassa 
(Primo Quinquennio, p. 543), the capital required per worker is 
3-6 million lire (109), these factories must have given employment 
to an average of about 4o persons and are thus to be termed 
medium-size concerns. Indeed, most of the Southern engineering 
firms are of the artisan type of which go per cent give employment 
only to the master himself and two other persons. Their power 
consumption is only 4.4 per cent of that used by the Italian engineer- 
ing industry as a whole (110). Those who stress the importance of 
developing this branch look especially towards the manufacture of 
tractors and other agricultural equipment, both light and heavy, 
which must be adapted to the Southern terrain and soil, towards 
the production of mining equipment, and finally towards the 
manufacture of the consumers’ goods which are most in de- 
mand (111). In any case, these “ meridionalists” argue that the 
South should produce not only consumers’ goods but also invest- 


(106) The southern fertilizer industry can, according to SaraceNo, cover domestic needs, 
and is already beginning to produce a surplus which it exports. (Idid., X, 1957, No. 12, 
P- 295). 

(107) Boll. Sic., VI, 1957, No. 18, p. 23. 

(108) Inf. Sv., X, 1957, No. 21, p. 647. 

(109) A recent estimate of the investment capital needed in Italy per individual worker 
puts it at 5 million lire and makes the problem of absorbing the unemployed appear correspond- 
ingly more difficult. 

(110) Inf. Sv., X, 1957, No. 19, pp. 416 f. 

(111) As is already the case with the newly built branch factories of North Italian and 
foreign industrial firms — Fiat, Olivetti, Remington, Viberti, and so on. (Inf. Sv., XI, 1958, 
No. 9-10, p. 174). 








364 Banca Nazionale del Lavoro 


ment goods, and that special fiscal and credit measures should be 
given for these purposes (112). Without pursuing autarchistic 
will-o’-the-wisps, they look forward to the creation of an industrial 
South which is not merely the appendix of a more powerful North 
but a balanced and to some extent self-contained economic unit. 

The construction of the steelworks is the responsibility of the 
semi-state corporation mrt. The latter rebuilt at great expense the 
war-shattered iva plant — Altiforni e Acciaierie d'Italia — near 
Naples, expanded it considerably and provided it with the most 
up-to-date equipment, which greatly increased the works’ efficiency 
but led to the laying off of workers, a consequence which, unfor- 
tunately, seems to be the penalty of every increase in productivity 
in the South (113). 

mI has planned a new steelworks in the South with an initial 
capacity of 100,000 tons. There has naturally been fierce competi- 
tion among the various possible sites. Palermo has staked a parti- 
cularly strong claim, since its harbour is favourably situated in 
respect of the import of ore from North Africa, Liberia and Turkey 
and is equipped with all the necessary unloading gear. It also 
adduces in its favour the steel requirements of Sicily which are 
now about 120,000 tons and are rapidly increasing (114). The latest 
information seems to indicate that Bari has the better prospect of 
being chosen (115). The execution of the mr project would be 
important not only for the additional employment which it would 
provide but also because the production and consumption of steel 
are a barometer of the state of industrial development and of the 
standard of living of a country (116). 

The year 1950, with the setting up of the Cassa per il Mezzo- 
giorno, had opened the way towards the development of a building 
materials industry in the South. If it was desired to avoid that the 
more than a thousand milliard lire of national savings allocated 
to the Mezzogiorno should create no more than the mirage of a 
fleeting prosperity, i.e. that they should be translated into wages 
and thus into consumers’ goods, and that the major part of what 


(112) Ibid., X, 1957, No. 29, p. 646. 

(113) Ibid., IX, 1956, No. 26, p. 552. 

(114) Boll. Sic., V1, 1957, No. 11, p. 11: Giornale di Sicilia, Palermo, 10.7-1956. 
(115) Boll. Sic., V1, 1957, No. 18, p. 10. 

(116) Inf. Sv., IX, 1956, No. 42, pp. 856 f. 
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was channelled into investment should flow back to the North, it 
was necessary first and foremost to produce in the Mezzogiorno 
itself those capital goods which were required in large quantities 
by the programme of the Cassa. In this way there would have 
remained in the Mezzogiorno not only the precious “ social fixed 
capital” (roads, land improvements, irrigation works, reafforest- 
ation, etc.) which gives a return only over the longer run, but also 
a production potential which could be turned into investments that 
gave a quicker and higher return. But in addition to these reasons 
of a general economic nature there was in the case of construction 
materials a more specific reason for producing them in the Mezzo- 
giorno: viz. the high incidence of transport costs on materials of 
such weight and volume. 

Cement, the most important product of this kind, if moved 
by road, can be sold only within a radius of 130 to 150 kilometres. 
The cement industry showed an astonishing expansion during the 
years from 1950 on. In 1952, the proportion of cement turned out 
in the South was 23.5 per cent of the total for Italy; and in 1956, 
it was 30.4 per cent (117). The most striking development was in 
Sicily, where the output rose from 195,000 tons in 1952 to 450,000 
in 1954, and was expected to reach almost a million in 1958, with 
the coming into operation of the new works near Palermo. The 
rapid increase in the industrial labour force of Sicily is in fact 
largely due to the development of this branch. In Saraceno’s opin- 
ion the South now produces locally sufficient cement for its own 
needs (118). And in the production of bricks and tiles, Sicily at 
least seems almost to have reached the point of covering its own 
requirements (119). 

Two other special cases are worth noting: one is the result of 
intelligent legislation, and the other is due to private enterprise. 

The Law of 26 January 1953 of the Sicilian Region, granting 
considerable tax abatements for new shipbuilding, gave the dock- 
yards of the island a powerful fillip. The four years from 1953 to 
1956 saw an almost fourfold increase in its fleet — from 201,938 
to 801,870 gross registered tons. In 1957, a further 15 steamers 


(117) Ibid., X, 1957, No. 30-31, p. 685 f. 

(118) Ibid., VIII, 1955, No. 28, p. 655; IX, 1956, No. 45, p. 939; X, 1957, No. 12, 
p- 295; Boll. Sic., VI, 1957, No. 18, p. 23. 

(119) Inf. Sv., VIII, 1955, No. 29, p. 678. 
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totalling 182,010 tons and 20 tankers amounting to 715,290 tons 
were under construction. The programme of the enterprising 
Sicilian shipowners is only half completed, and the Government 
in Palermo is being pressed to prolong the concessions, which were 
due to expire in June 1958, by five years (120). 

The second instance is also taken from Sicily. In the neigh- 
bourhood of the hill township of Piazza Armerina, near Enna, 
the Regional Government had dammed a number of small torrents 
in order to help put a stop to the recurrent inundations of the plain 
of Catania. The reafforestation of the catchment area was to cover 
12,000 hectares according to the plans of the Sicilian Government; 
and a large private company, the Snia Viscosa, declared its willing- 
ness to assume responsibility for a quarter of that area. It has been 
planting Australian eucalyptus trees to strengthen those slopes 
which are threatened with loss of earth from floods, and it plans 
to use the timber for a cellulose factory, which is to produce 27,000 
tons a year (121). This is a model case of cooperation between 
public and private enterprise, for it has the advantage of enabling 
at least part of those temporarily working on the “ infrastructure ” 
to find permanent employment in a new factory. 

Mention should also be made of the construction of a sugar 
factory in the plain of Catania, a factory of which the daily output 
is expected to reach 25,000 quintals. Local experiments have shown 
that, if the beet is planted in the autumn, and not in the spring 
as in the North, the yield per hectare will be 500 quintals, which 
is a good average figure for Italy, while the sugar content is actually 
6 per cent above that normally reached in the North (122). 


c) Private or Public Enterprise 


It has often been remarked in Italy that the large increase in 
public spending linked with the policy of the Cassa per il Mezzo- 
giorno, and the by no means negligible industrial development, 
have prevented a further deterioration in the social and economic 
disadvantage of the South, but have not succeeded in eliminating 


(120) Boll. Sic., V1, 1957, No. 7, p. 4 £.; No. 17, p. 29. 
(121) Inf. Sv., X, 1957, No. 35-36, p. 784. 
(122) Boll. Sic., V1, 1957, No. 19, p. 12. 
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or reducing it (123). In other words, with respect to the rise in 
national income, the South has lagged behind the North. 

According to a plausible estimate (124), industrial investments 
in the South in 1957 totalled 158 milliard lire, or only about half 
the amount postulated by the “ Vanoni Plan”. But, even if the 
plan were fulfilled in this respect, the South would still not achieve 
parity with the North: for the “ Plan” itself looked only towards 
the limited objective of raising the Mezzogiorno’s share in total 
national income from 21 per cent in 1954 to 28 per cent ten years 
later (Vanoni Plan, p. 78). 

The realization of the immensity of the road still to be covered, 
and the uncertainty as to whether the rythm of investments can 
be maintained, is united with the recollection of the experience, 
made many times before in the history of land improvement schemes 
in the South, that the provision by the State of the “ social fixed 
capital” did not prove sufficient to stimulate the complementary 
private investment. 

In face of these doubts, it is understandable that many of the 
protagonists of aid for the South gradually lost faith in the efficacy 
of the exclusively indirect methods of development so far adopted. 
Just as the land reform policy was able in the last resort to threaten 
expropriation should preferential loans, premiums, special rates of 
interest and tax concessions be in vain, it seemed that the Gordian 
knot could only be cut in the industrial field by direct State inter- 
vention which would overcome the material and psychological 
obstacles in the way of industrialization. 

The recourse to direct government intervention which was 
explicity contemplated by the “ Vanoni Plan” (p. 16), found sup- 
port among many experts (125). These pointed to the limitations 
of private enterprise and its inadequacy as a means of reaching full 
employment of the available productive resources and particularly 
of labour (126). The mr (127) and the ENI appeared to the 


(123) Inf. Sv., X, 1957, No. 33-34, p- 758. 

(124) Ibid., X, 1957, No. 22-23, p. 496 f. 

(125) On the role of State corporations in industrial development policy, see Inf. Sv., 
X, 1957, No. 13-14, p. 305 f. 

(126) Inf. Sv., X, 1957, No. 13-14, p. 306. Article in Il Popolo, 13.8.1957, quoted in 
Inf. Sv., No 35-36; Inf. Sv., X, 1957, No. 45, p. 1013. 

(127) IRI controls between a fifth and a third of all Italian industry. About 70 per 
cent of its holdings are concentrated in the Po Valley and the rest are in Umbria, Tuscany, 
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supporters of State industry as the proper organs for founding new 
public enterprises in place of private initiative which, despite the 
assistance offered to it, had shown too little concentration of effort 
and too little courage in affronting the problem of industrialization. 

It was pointed out that the capital investments of 1x1, amount- 
ing to goo milliard lire in the period 1948-55, had been devoted 
mostly to the reconstruction, expansion and modernization of war- 
damaged works. Hence, their centre of gravity had lain in the 
already industrialized North. Hardly a fifth of the total had been 
channelled to the South, most of it to the heavy industry of Naples. 
This geographical bias was clearly utterly at variance with the main 
objective, since 1950, of Italian economic policy (128) of which the 
Cassa was the instrument. 

In order to put an end to these contradictions in the official 
policy for the South, Article 2 of the Law on industrialization of 
29 July 1957 prescribed that, in future, these semi-state corporations 
were to reserve 60 per cent of their new investments, and 40 per 
cent of their total investments, for the South. A number of critics 
objected that this co-efficient was rigid and artificial (129). Campilli 
replied by saying that the 40-60 per cent rule was not to be inter- 
preted as an obligatory formula but merely as a normative level 
which should be observed within the limits of what was feasible 
and sensible (130); and he added that the rule would be expected 
to come into force only gradually over the seven years up to 
1965 (131). 

The State should thus not confine its activity in respect of 
industrialization to planning the exploitation of sources of raw 
materials and reserves of power. The intention is that it should 


Campania and Sardinia. Hence the saying: “IRI stopped at Naples”. (Cf. Boll. Sic., VI, 
1957, No. 15-16, p. 35)- 

(128) Inf. Sv., X, 1957, No. 25, pp. 546 f. 

(129) The investment programme of IRI allots more than three quarters of the total 
expenditure of 1 milliard, budgeted for 5 years, to the expansion and technical improvement 
of the existing industrial establishments, so that new plants are left with barely a quarter. 
How will it be possible to invest in the Mezzogiorno 4o per cent of the funds that are 
predominantly intended for existing productive units, when the great majority of the oldest 
industrial establishments are situated in Central and Northern Italy? In the case — which is 
a possible one — that in any particular year the IRI budget allowed a margin for new plants, 
there would be nothing at all for the Mezzogiorno. 

(130) Inf. Sv., X, 1957, No. 35-36, p. 780. 

(131) Ibid., X, 1957, No. 45, p. 1013. 
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directly undertake the establishment of new industries wherever 
private enterprise is hesitant, either because of the risk involved, 
or because of lack of capital, or because of doubts about earnings 
prospects. These arguments and tendencies were the focal point 
of a sharp contrast of views about the methods of industrialization 
as between the opponents and the supporters of State industry. 

The opponents feared especially that the existence, or even the 
mere programming of a State industry would paralyse new private 
initiative, or suffocate the private enterprise that already existed. 
And the question was asked whether it was possible to draw a 
clear line between, the public and the private spheres, or whether 
the new public enterprises were not likely, armed with their polit- 
ical supports, to become unassailable bulwarks against the forces 
of healthy competition (132). The task of the State, according to 
this group, begins and ends with the creation of a suitable institu- 
tional and social milieu for economic development, and with the 
provision of financial assistance. The actual realization of projects 
for industrial plants ought to be the task exclusively of private 
enterprise. The prevalence of businesses run by public corporations 
in the field that ought to be reserved to private initiative might 
give rise to the danger of the coexistence and at the same time 
antithesis, within the Italian economy, of two different principles: 
a more or less disguised State enterprise in the South, contrasting 
with the private enterprise which is already solidly established and 
is continually expanding in the North. 

These objections of the anti-interventionists can be countered, 
according to the supporters of State intervention, by vesting the 
public enterprises with appropriate characteristics. These rest on 
familiar theories concerning the possibility of reconciling public 
enterprise with a system based on private initiative and respons- 
ibility. 

The clearest recent expression of this view is that of Sara- 
ceno (133). 

He first restates his view that “la politica d’industrializzazione 
non pud limitarsi ad introdurre un quadro di incentivi, restando 


(132) Ibid., IX, 1956, No. 52, p. 1087 f. 

(133) Pasquate Saraceno, “ Lo Schema Vanoni due anni dopo la sua presentazione ”, 
in Stato Sociale, Rome, January 1957, No. 1; “ The Vanoni Plan Re-examined ”, in Banca 
Nazionale del Lavoro Quarterly Review, No. 43, December 1957, p. 375, especially pp. 393-96. 
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poi lo Stato semplice spettatore delle reazioni che gli incentivi susci- 
tano, ma deve esplicarsi anche attraverso iniziative dirette ad otte- 
mere che determinate unita di produzione sorgano in determinati 
luoghi ” (134). And he goes on to affirm that the productive activ- 
ity which the State directly undertakes must conform to three 
conditions: 


“ a) le aziende controllate dallo Stato debbono operare su un 
piano di parita con le aziende gestite dall’iniziativa privata; 


5) ciascuna azienda deve godere di un’assoluta autonomia 
economica e finanziaria, cosi che sia possibile valutarne i risultati 
economici e rendersi conto del credito che essa riesce a meritarsi 
sul mercato; in particolare deve evitarsi: 1) che il credito dell’a- 
zienda sia confuso con il credito di cui gode lo Stato; 2) che i 
profitti di un’azienda vadano ad occultare le perdite di un’altra; 


c) lassunzione di esercizi industriali da parte dello Stato 
deve avere carattere temporaneo, nel senso che il controllo delle 
imprese deve passare all’iniziativa privata ogni volta che I’esercizio 
dell’azienda controllata non sia utile ai fini dell’ulteriore processo 
di sviluppo ” (135). 

The discussion is thus tending to shift to the concrete possibil- 
ities of setting up public enterprises of which the management 
conforms to such principles. The achievement of this objective is 
fraught with uncertainties and difficulties which the opponents of 
State intervention regard as practically insuperable. 


V. Implications of Recent Developments 


In the course of this article, a number of references have been 
made to statements by experts, statements which reflected a certain 
disappointment at the results so far obtained in the Mezzogiorno 
under the new policy, which has now been in force for eight years 
and has entailed a heavy financial sacrifice. 

No less a person than Campilli, until recently Minister res- 
ponsible for the policy of the Cassa per il Mezzogiorno, had to 
admit that the economic progress of the South had not so far been 


(134) Cf. Saraceno, Lo Schema Vanoni..., loc. cit., p. 50-51. 
(135) Cf. Saraceno, The Vanoni Plan..., p. 393- 
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sufficient to allow it even to begin to draw level with the North. 
In spite of all the efforts made, there was still no sign of an auto- 
nomous economic impulse in the South. Nor was the danger com- 
pletely removed that the Mezzogiorno might, were the policy of 
State support abandoned, suffer a relapse into a condition of sta- 
gnation, a relapse which must at all costs be avoided especially 
because of its psychological effects (136). 

In fact, in 1956 the share of the North of Italy in the country’s 
total income was about 60 per cent, while that of Central Italy 
and of the Mezzogiorno was in each case 20 per cent. In the same 
year the Mezzogiorno accounted for only just above 20 per cent of 
total national consumption for a group of non-food items, while 
for other items the percentage was even lower (137). The standard 
of living of the inhabitants of the Mezzogiorno must thus still have 
been very low considering the fact that they represent about 38 per 
cent of the whole Italian population. Indeed the income and the 
consumption per head would, according to the estimates of Taglia- 
carne, be less than half the national average. 

At the risk of some repetition, I should like to make three 
points which, to some extent, detract from the significance of these 
figures. 

In the first place, allowance must be made for the dependence 
of the mainly agricultural South on harvest variations. 1955 and 
1956 were specially bad years, and the effect was to raise above 
normal the income gap between the “ two Italies ”. 

Secondly, a comparison is made extremely difficult by the dif- 
ference in the proportion of the “ active” population to the total. 
Even if equipment in the South were as good as elsewere, a smaller 
proportion, of the population would be active there than in the 
North. Hence the output per head of the active and inactive 
population combined would be lower, and so would the income 
available for spending on food and other items. 

Lastly, the movement in the cost of living has been slightly 
different in the two areas. According to the indices calculated by 
the Central Institute of Statistics, in 1956 the figures (on the base 
1938= 1) were 63.07 for the North as compared with 60.47 in the 
South. Thus the same increase in money income compared with 


(136) Il Popolo, Rome, 1.8.1957. 
(137) Inf. Sv., X, 1957, No. 35-36, p. 783. 
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the level of 1938 meant a slightly higher increase in purchasing 
power in the South than in the North (138). 

And now we come to the most important question among 
these concluding remarks. Will the sacrifices already made and 
still to come make it possible to lift the South out of its condition 
of economic stagnation, and to set it following a development 
process which is not merely continuous but goes at a faster speed 
than that in the North, so that the disparity between the two areas 
diminishes and finally disappears? 

Saraceno, who has been an untiring proponent of an active 
policy for the South, has stated that the efforts so far made to 
improve conditions in the South have served only to prevent the 
balance from being tilted still further against that area, as would 
undoubtedly have happened had economic forces been left to ope- 
rate freely. He was obliged also to recall that what is classified 
by the statistics as “ industry ” in the South is mainly composed of 
small artisan workshops, which, despite certain beginnings of me- 
chanization (139), are still marking time at a precapitalistic stage 
in conditions which are technically out of date (140). The few 
southern industrial plants using modern technical methods do not, 
except in rare cases, owe their existence to a process of spontaneous 
growth but are due — he says — to state intervention, or that is 
to external forces. The South is thus threatened not with temporary 
interruptions on the model of an economy which obeys its own 
laws of movement, but with the much more serious prospect of a 
contraction which constantly gathers momentum, as had indeed 
been the case from the time when the country was united up until 
the “ new policy ” was introduced (141). Only the events of very 
recent date encourage Saraceno to suppose that autonomous dynamic 
forces are beginning to stir in the Southern economy (142). 

But even earlier, other authorities such as Molinari, Ciasca and 
Mirabella had expressed similar views. Whatever progress had been 


(138) Ibid., X, 1957, No. 30-31, p. 965. 

(139) Cf. the informative article by Guei1etmMo Crarretta, “I provvedimenti per |'indu- 
strializzazione del Mezzogiorno e per l’artigianato meridionale ”, shortened version in Inf. Sv., 
X, 1957, No. 43-44, p. 982 f. 

(140) Ibid., X, 1957, No. 30-31, p. 965. 

(141) Pasquate Saraceno, “ Lo Schema Vanoni due anni dopo la sua presentazione e la 
posizione del Mezzogiorno ”, in Inf. Sv., X, 1957, No. 21, p. 464 £.; Ibid., No. 28, p. 608. 

(142) Ibid., XI, 1958, No. 7, p 142. 
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made towards a levelling up between the South and the North 
was precarious in the sense that it was in danger of being lost as 
soon as the efforts to assist the South were in the slightest degree 
relaxed (143). According to Molinari, the lowest point so far had 
been reached in 1950 when the Cassa started operations. At that 
time, the income of the South, which was equivalent to 45 per cent 
of the national average in 1938, had fallen to 40 per cent, and then 
risen to 43 per cent in 1955 (144). Unfortunately, 1956, with its 
disastrous late frost reduced the income by 12 per cent, while 
Northern income rose by 11 per cent. If the calculations are cor- 
rect, the Mezzogiorno (with 38 per cent of the population of the 
whole of Italy) earned in 1956 only 17 per cent of the national 
income, which means that the share envisaged by the “ Vanoni 
Plan” for the South in 1964 — 28 per cent — recedes into the 
remote and indeed unattainable distance. 

It is no wonder, in such circumstances, that not only the 
general public is somewhat disappointed, but that those taking part 
in industrialization give signs of something approaching lassitude 
and detachment. Requests for finance have declined, and the 
initial flood has given way to an ebbtide which is due not merely 
to chance factors and psychological reactions but also to conscious 
and rational calculation (145). 

The situation was also made decidedly gloomy by the fact that 
in one year, 1955-56, unemployment in the South increased by 6% 
per cent (from 916,747 to 976,608), while it fell in the North in the 
same period from 1,244,235 to 1,194,608 (or by 4 per cent). These 
data which were discussed in Parliament were not contested (146), 
and not much consolation could be derived from the possibly mis- 
leading nature of the figures for the South, due to the fact that 
many persons in agriculture who were previously either unem- 
ployed or underemployed are registering with the employment 
offices for the first time, and that they often do so in periods of 
peak activity. On the other hand, it could not be denied that 
mechanization in agriculture, which economizes labour, is making 
constant progress and that, what is perhaps even more important, 


(143) Ibid., X, 1957, No. 4, p. 89 f. 
(144) Ibid., IX, 1956, No. 48, p. 983. 
(145) Ibid., IX, 1956, No. 17-18, p. 378 f. 
(146) Ibid., X, 1957, No. 25, p. 547- 
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those who had not benefited from land reform — and they were 
the great majority — found it more and more difficult to obtain 
work. And, since scepticism was in the air, the constant stream 
of funds devoured by land reform caused considerable concern; 
and there was growing apprehension that the expensive public works 
undertaken by the Cassa, in particular the thousands of kilometres 
of new or improved roads (147), were not being adequately main- 
tained, or that, given the impecuniousness of the provincial and 
local authorities concerned, there was no possibility of taking sufh- 
cient care of them. 

Moreover, the statistics throw a rather discomforting light on 
the antinomy between productivity and full employment. In Italy, 
as a whole, between 1950 and 1954, industrial production increased 
by no less than 41 per cent, and at the same time the workers in 
large factories expanded by only 2 per cent, and the total of indus- 
trial workers by only 5 per cent. This is the explanation of the 
temporary unemployment in the iron and steel works of Naples 
and (in so far as it is not due to the textile crisis) the low extent 
to which the equipment of the textile industry is being utilized (148). 
Here, as elsewhere, the low level of employment was due to tech- 
nological progress; the machine had taken away from man part 
of his work. The demand-for labour on the part of the Cassa was 
unable to make up for this loss, particularly as it was making an 
effort to rationalize its methods and to mechanize its techniques 
as much as possible. In fact, between 1955 and 1956, employment 
in public works declined by 20 per cent (149). 

The decisive question to-day, therefore, is whether the new or 
expanded industrial plants, together with tertiary occupations, can 
succeed in compensating for this decrease in jobs (which are by 
their nature temporary) by an increase in a different type of em- 
ployment which would normally give some guarantee of perman- 
ence. Unfortunately, there are no reliable statistics concerning this 
point; the data in the daily newspapers and specialist press are 
quite often contradictory, because the figures only relate to partial 


(147) Up to 30 June 1956, the Cassa had spent 130 milliard lire on road construction; 
this figure represented 24 per cent of a total expenditure of 543 milliard. (Inf. Sv., X, 1957, 
No. 4, p. 29). 

(148) Idid., VIII, 1955, No. 35-36, p. 795. 

(149) Ibid., X, 1957, No. 33-34, p- 744- 
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phenomena, which the individual expert is tempted to isolate with 
a view to proving an argument close to his heart. 

But more important than all this controversy about what are 
probably only temporary movements and to which statistics, whe- 
ther for good or ill, always give some support, is a fundamental 
question which we must try to answer. How far has the policy 
for the South succeeded, since 1955, in living up to the objectives 
of the “ Vanoni Plan”, at least in its broad lines? 

The Italian press has given a great deal of attention to this 
question (150). The “ Vanoni Plan” envisaged for the whole ten 
years 1955-64 total investments in the South of 11,726 milliard lire 
(or an average of about 1,200 milliard lire per year). The largest 
share of this capital (41 per cent) was to go to the so-called “ pro- 
pulsive sectors” — agriculture, public works and public utilities. 
Industry and handicraft were allowed 23 per cent, building a similar 
figure, and tertiary occupations 13 per cent. Thus, industry and 
handicraft ought to have absorbed investments averaging 270 mil- 
liard lire annually, the “social product” of which should have 
emerged in the form of 400,000 additional jobs. It was expected 
that the tertiary occupations and building would provide for the 
remainder of the total increase in employment. 

In actual fact, the three special credit institutions created in 
the first two years of the Cassa’s life for the purpose of financing 
industry had promoted investments for a sum of 150 milliard lire. 
In addition, there were the contributions of the Sicilian Region 
and other funds raised indirectly or through the usual credit chan- 
nels. And finally there must be added the rer factories which are 
self-financed, and those of several large northern companies such 
as Fiat and Olivetti, who also provided their own funds. The 
overall total seems to be in the region of 200 milliard lire, though 
this may be an overestimate. In any case we are faced with the 
fact that, in spite of a large financial effort, the two-year invest- 
ment target — of about 540 milliard lire — set by the “ Vanoni 
Plan ” for the South was only fulfilled to the extent of 37 per cent. 
(It should be noted that the annual investment envisaged by the 
Plan is not the same from year to year but is planned to rise gra- 
dually throughout the course of implementation). 


(150) Ibid., X, 1957, No. 45. p. 1008 f., quoting from Mondo Economico of 19.10.1957. 
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One essential hypothesis of the “Plan” must, moreover, be 
corrected. The capital-labour ratio, which was at one time assumed 
to be constant, has as the result of technological progress already 
risen above the figure there adopted. A recent example will suffice 
to prove the point. A big cotton spinning and weaving factory 
(which is a branch of an industrial group situated on the West 
coast of Calabria and belongs to a sector hitherto regarded as almost 
the prototype of high labour-intensity) says that to be in condition 
to compete succesfully, both at home and abroad, its capital equip- 
ment should be at the level of 514 million lire per employee (151). 
In this case, too, therefore, in the struggle between full employ- 
ment and maximum productivity, the latter comes out on top. 

This increase — a consequence of technical progress — in the 
capital needed per worker has extremely important consequences 
in a country which is only now making a serious drive to catch 
up on the arrears (accumulated over a century) of industrial equip- 
ment in almost half its territory. One has only to increase the 
amount of capital needed, to insert a single worker into the pro- 
ductive process from the 14 million assumed by the “ Vanoni 
Plan ” (152) to 3-5 million — as perhaps will be done in some future 
second edition of the Plan — to throw the present estimates com- 
pletely out of gear. 

Every increase in the capital required for creating each new 
job would place an additional burden on the Italian economy, a 
burden which in all probability could be borne only by stretching 
it over a longer period than that envisaged by those responsible for 
drawing up the Plan. In consequence there would have to be a 
postponement of the final realization of the investment programme 
for the “two Italies”, and a slowing down of the rythm of eco- 
nomic development of the Mezzogiorno. 


Basel FRIEDRICH VOCHTING 


(151) Inf. Sv., X, 1957, No. 45, p. 1009. 

(152) The “ Vanoni Plan ” envisaged a capital requirement of 10 million lire per worker 
as an exceptional case, applying only to 100,000 additional workers that were expected to find 
employment in the large industrial complexes (Schema, p. 35). 


The Public’s Preference for Cash © 


I. Some years ago Professor Gambino submitted in the Quarterly 
Review a theoretical case and some empirical evidence in support 
of his assertion that the supply of money in an economy with a 
commercial banking system is likely to vary owing to changes in 
the public’s preference for cash (notes and coins); for, he argued, 
since in an economy with a commercial banking system the volume 
of deposits is some multiple of the banks’ cash-holdings any fall 
(rise) in the public’s demand for cash will tend to cause an expan- 
sion (contraction) of the money supply. Two eminent economists 
— Professors Schneider and Sayers — subsequently challenged 
Professor Gambino’s thesis on two grounds (1). Professor Schneider 
maintained that the proportion of money which the public demand 
in the form of cash (i.e. the cash preference ratio) is determined 
predominantly by custom and institutional factors; in the short run 
it is thus virtually constant so that its influence upon the money 
supply can only be extremely small. Professor Sayers, on the other 
hand, does recognize the possibility that the public’s cash preference 
ratio may vary with changes in the level of employment, the extent 
of black market activities, or bank charges. However, in his view, 
the present institutional framework in England does not permit 
such variations to have any noticeable effect upon the quantity of 


(*) Some of the points elaborated here were suggested in a previous article of mine 
(this Review, Dec. 1957). I have since had the benefit of a most stimulating correspondence 
with Professor Gampino which induced me to write the present paper; I am very much 
indebted to him for his help and suggestions although he is, of course, not responsible for 
any of the short-comings of this article. 

(1) Almost every volume of this Review since 1951 contains a contribution to this 
controversy. Specific reference should be made to A. Gampino, “ Money Supply and Interest 
Rate in Recent Macro-Economic Conceptions”, this Review, 1954; Ericn Scuneiwer, “ The 
Determinants of the Commercial Banks’ Credit Potential in a Mixed Money System”, this 
Review, 1955 and R.S. Sayers, “ The Determination of the Volume of Bank Deposits: 
England 1955-56”, this Review, 1955. 
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money. For the volume of bank deposits is no longer limited by 
the commercial banks’ cash reserves but rather by their holdings 
of liquid assets (cash, money at call, and bills) through what is 
called their “ liquidity ratio”. This, however, does not mean that 
the commercial banks do not adhere to their “cash ratio”: since 
they can readily convert a large proportion of their bills and money 
at call into cash (by letting Treasury Bills mature and/or by refus- 
ing loans to the discount houses who are thus forced to sell bills 
to the Bank of England) without changing the total amount of 
liquid assets their cash reserves tend to be adjusted almost autom- 
atically to the volume of deposits. Thus in present-day England 
variations in the size of the short-term Government debt, which 
accounts for a large proportion of liquid assets, appear to be the 
most effective means of controlling the supply of money although 
in recent years the Government has relied heavily on direct exhort- 
ations to the commercial banks. 

It seems that if Professor Gambino’s thesis is to be of general 
validity and importance we should be able to demonstrate (i) that 
the public’s cash preference ratio does, in fact, vary noticeably and 
according to some pattern and (ii) that such variations are signifi- 
cant for the determination of the quantity of money or in some 
other respect. It is the purpose of this paper to examine Professor 
Gambino’s thesis along these lines. First, we shall thus attempt to 
show that the public’s cash preference ratio does not remain con- 
stant in the short run and to adduce reasons for its variability. 
Second, we shall discuss the effects of variations in the cash pre- 
ference ratio upon the quantity of money assuming, in turn, that 
the commercial banks regard either their cash or their liquid assets 
as the main determinant of the level of deposits. Finally, we shall 
endeavour to present some plausible arguments in favour of a 
recognition of a variable cash preference for an effective monetary 


policy. 


ll. The Public’s Demand for Cash — Empirical Evidence 


The public’s cash preference ratios — that is, the percentages 
of money held in the form of cash — for eight different countries 
since 1950 are plotted in Fig. 1. Two features of these time series 
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deserve special attention: First, the cash preference ratio varies 
considerably from country to country the highest and lowest values 
being approximately 55 and 20 per cent respectively (2). Second, 
neglecting the United States, the cash preference ratio fluctuated 
during the period under consideration by a minimum of 10 per 
cent (in France and the Netherlands) and by a maximum of over 
25 per cent (in England). Further, the ratio displayed a continuous 
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Fig. 1 


upward trend in England and a continuous downward trend in 
Italy and, in other countries, its upward or downward movements 
are at times very pronounced. It would appear, therefore, that the 
assumption of a constant short-run cash preference ratio, which is 
‘determined predominantly by custom and institutional factors, is 
not vindicated by the available empirical evidence and should thus 
be abandoned as unsatisfactory. 


(2) The discrepancies may be due, in part, to different definitions of “ money”. The 
cash preference ratios in Fig. 1 were calculated from information published in I.M.F.: 
International Financial Statistics; H.M.S.O.: Monthly Digest of Statistics, and Deutsche 
Bundesbank: Monthly Reports. 
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lll. The Determinants of the Public’s Demand for Cash 


We may conveniently begin our analysis of the public’s demand 
for cash by introducing the distinction between active and passive 
cash which is simply an extension of the Keynesian distinction 
between active and passive money. Further, we may assume as a 
first approximation that the demand for active and passive cash is 
proportionate to the balances of active and passive money, respect- 
ively; or, if C denotes the public’s demand for cash, M their money 
balances and the subscripts 1 and 2 refer to active and passive 
money or cash, respectively we can write: 


(1) C=Ci+C:=aMi + pM:z 


for the public’s demand for cash, where a is the active cash pre- 
ference ratio and p is the passive cash preference ratio. Hence, 


the overall cash preference ratio (¢= .) depends on a, p and the 


distribution of M between Mi and M:. More precisely, ¢ is the 
weighted average of a and p which becomes quite apparent after 
dividing equation (1) by M: 

aM. + pM: 

Mi+M: 





(2) c= 


Having made the preliminary distinction between the active 
and passive cash preference ratios (4 and p) let us now proceed to 
discuss their main determinants with a view to assessing the like- 
lihood of their remaining constant in the short run. 

In the first place, we must consider various non-economic 
factors: people’s preferences and the institutional framework which 
are the most important determinants of a and p. Thus it would 
appear that the passive cash preference ratio (p) in most Western 
countries is nowadays virtually zero owing to custom, adequate 
banking facilities, and the risk of loss or theft of cash kept in the 
home. Non-economic factors may also account for changes in the 
active cash preference ratio (a) in a particular country as well as 
for differences in the ratios of different countries. It is, however, 
probably justifiable to maintain that in most countries customs and 
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institutions do not cause abrupt and substantial variations in @ or 
p in the short run, that is, over a period of three to five years (3). 
Let us thus turn to other possible determinants of the two cash 
preference ratios. 

In the second place, it seems that neither @ nor p are likely to 
be independent of the stock of active or passive money; or, more 
specifically, the public’s (active or passive) cash preference ratios 
will tend to decline with increasing (active or passive) money 
balances. This principle may be referred to as the “ declining 
marginal propensity to hold cash”. 

If the public hold any passive cash at all they do so either 
because they have no access to or are not willing to make use of 
banking facilities or because they like to keep some small propor- 
tion of their wealth in perfectly liquid form. In the first case, the 
passive cash preference ratio is equal to unity, but should people’s 
passive cash holdings grow excessively large they will usually 
attempt to convert at least part of them into bank deposits thereby 
reducing the ratio. In the second case, p will tend to decline 
because after a point the advantages of holding highly liquid pas- 
sive cash are outweighed by the inconvenience of protecting it 
against loss or theft. These arguments seem to warrant the con- 
clusion that even if the passive cash preference ratio is initially 
significantly larger than zero it will tend to decline very markedly 
with increases in the supply of passive money. 

It would appear that there are reasons for supposing that the 
principle of the declining marginal propensity to hold cash can 
also be applied to the demand for active cash. First, as incomes 
and, hence, active money balances rise the purchases of expensive 
products — such as consumer durables — will increase by propor- 
tionately more than those of cheap products and, since the former, 
in contrast to the latter, are predominantly paid for by cheque the 
active cash preference ratio will tend to decline. Second, people 
are inclined to fear the loss of large active cash balances more 
intensely than that of small ones and, therefore, will not permit 
them to grow beyond certain limits. Finally, rising incomes will 
tend to make payment of salaries and wages by means of cheques 


(3) I think that there may be one important exception to this generalisation: It may 
become fashionable to have a bank account and, since fashions with snob appeal tend to 
spread very rapidly, a and/or p may change abruptly on this account. 
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more convenient and safer and, thereby reduce the average cash 
holdings in the economy (4). 

Our discussion has thus led us to the conclusion that both a 
and p will tend to decline with increases in Mi and Mz, respectively. 
However, it is probable that this process is not reversible in the 
sense that although a rise in Mi (M2) causes a reduction in a (p) 
a fall in Mi (M2) may not raise a (p) by the same amount since, 
once people have grown to appreciate the advantages of deposit 
money they are unlikely — in normal times at any rate — to revert 
entirely to their initial habits. 

To sum up: In our attempt to explain the variations in the 
overall cash preference ratios which are observable in a number 
of countries we introduced the distinction between the public’s 
preference for active cash and that for passive cash and proceeded 
to discuss their determinants. Habits, tastes, and institutional fact- 
ors are obviously most important in this respect but we presented 
also some arguments in support of the principle of the declining 
marginal propensity to hold (active or passive) cash as the supply 
of (active or passive) money increases. However, since it is extre- 
mely difficult to assess the quantitative importance of this principle 
without very arbitrary assumptions we shall for the remainder of 
this paper assume that @ and p are virtually constant (5). Keeping 
this simplification in mind let us now turn to an examination of 
the empirical evidence and see whether it lends some support to 
our distinction between a and p. 

From our definition of the overall cash preference ratio (c) in 
equation (2) we can infer that if @ differs significantly from p then 
¢ must vary with changes in the relative distribution of the supply 
of money between Mi and M:2; or, more specifically: if a>p a 
rise in Mi relative to Mz — that is, a rise in the overall velocity 
of circulation — should raise ¢, so that we would expect a positive 


(4) Thus in the United Kingdom virtually all salaries are paid by means of cheques 
and only a legal anomaly is responsible for the fact that wages are still paid entirely in cash. 
(5) If we are justified in assuming that p=o and that the income velocity of circulation 
remains constant we can obtain an estimate for the fall in @ in the following way. Since 
C=aM; and Y=M,V, (where Y is national income and V; the income velocity of circulation) 
we have — = so that with a constant V; any change in @ would be indicated by a change in 


Cc 1 
y° Such a procedure is, however, full of pitfalls and only yields a value for the relative change 


in a because the value of V; is unknown. 


. 
"ban 


The Public’s Preference for Cash 383 










Cash Preference and Velocity of Circulation 


—— Cash Preterence (in per cent) ---- Velocity of Circulation (i.e G.N.P- Money Supply) 
3 rz 


| | | | | } 
] 
4.0 


| | CANADA | ENGLAND 
rank 
“| | 


‘| FRANCE 


46 | 


| ERTL | 


4 NRRL | 
sirens IAAT 
lL 


w GERMANY 





Litt "| MTA 


—— eee eee ne I te 5 
1950 1951 1952 1953 1954 1955 1956 1957 1950 195) 1952 1953 1954 1955 1956 1957 






Fig. 2 


correlation between the overall velocity of circulation (defined as 
the ratio of Gross National Product to the supply of money) and 
the overall cash preference ratio. In Fig. 2 the time series of these 
two ratios have been plotted against each other for the same eight 
countries considered in Fig. 1. The predominantly positive cor- 
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relation between the two series is apparent at first sight; only in 
a few instances did they move in opposite directions but, to be 
sure, only mildly. Making allowances for the various and here 
neglected determinants of a4 and p which were discussed in previous 
paragraphs and for the fact that the ratio of Gross National Pro- 
duct to the money supply is but an imperfect measure of the overall 
velocity of circulation we are justified, so it would appear to the 
present writer, to conclude that a is considerably larger than p and 
that the distinction between the two is useful for the purpose of 
explaining changes in the overall cash preference ratio (c). 


IV. The Money-Creation Multiplier 


In simplified models of the banking system the volume of 
deposits is usually assumed to be linked to the quantity of cash 
(notes, coins, and central bank deposits) by means of the so-called 
“Money-Creation Multiplier” (6). The assumptions underlying 
this multiplier are (i) a constant cash ratio (r) which the commercial 
banks maintain between their cash reserves (including central bank 
deposits) and their deposits and (ii) a constant cash preference ratio 
(c) which the public maintain between their cash holdings and 
their money balances. If the quantity of money is defined as the 
sum of the public’s deposits and their cash-holding — that is, as 
excluding inter-bank deposits and the banks’ cash reserve — such 
a multiplier can be derived in the following way: Money is 
defined as: 


(3) M=«uC.+ & 


r 





where C, denotes the public’s cash holdings and C, the banks’ cash 
>." _ &. , 
reserves, so that if r is the cash-ratio— is the volume of deposits. 
r 


Now let C be the total supply of cash, namely: 
Cc = Cs + Ce 


(6) This discussion refers predominantly to Professor ScHneipEr’s “ Money-Creation 
Multiplier ”, op. cit., p. 124 and Ejinfiihrung in die Wirtschaftstheorie, U1. Teil, Tiibingen, 
1953, Pp- 40-46. 





— 
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and, furthermore, let C, — in accordance with our assumptions — 
be proportionate to M, namely: 


Cp=cM 


After substitution and re-arrangement equation (3) can now be re- 
written as: 


(3a) M=C 


I 
r+c(1—r) 
where —— —_ the “ Money-Creation Multiplier”, for, since 
r+c(1—nr) 

it is also valid for marginal changes, it measures the rise (fall) in 

the quantity of money which, with given ¢ and r, is due to a unit 

rise (fall) in the supply of cash; or, alternatively, it gives us the 

value of AC 
The purpose of the subsequent argument in this section is to 

relax the assumption of a constant overall cash preference ratio (c) 

and to examine the effect which the introduction of the active 

(a) and the passive (p) cash preference ratios has upon the “ Money- 

Creation Multiplier ”. In section III we concluded that ¢ is likely 

to be a weighted average of a and p and this relationship was 

expressed by equation (2), namely: 


_ @Mi+ pM: 
atts M:i+M:2 
or, since M=Mi+M:2. 
_ M (a— p)+pM 
(2a) — aie 


All that remains to be done now is to substitute for c in equation (3a) 
in order to obtain the modified version of the “ Money-Creation 
Multiplier ” : 

I a—p)(i—r 
i _ y, Pan 


r+p(1—r) : r+p(1—r) 





Equation (4) shows clearly that the quantity of money depends upon 
the three parameters a, p, and r, upon the supply of cash (C) 
and upon the quantity of active money (Mi). However, although 
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it is claimed that equation (4) contains more realistic assumptions 
than equation (3a) the former may suffer from being somewhat 
too complex for our purposes. Let us, therefore, make the fairly 
realistic assumption that the passive cash preference ratio is equal 
to nil (i.e. p=o), so that equation (4) becomes: 


(4a) M=c*—M, “V7 


which illustrates essentially the same relationship as the former. 
Assuming constant values for a and r we shall now turn to an 
analysis of the way in which and the extent to which changes in 
the total money supply (M) can be effected by variations in the 
quantity of active money (M1) and/or in the supply of cash (C). 

First, let us suppose that the supply of cash in the economy 
remains unchanged (algebraically, that is, AC=o) and examine 
the effects of changes in Mi by adapting equation (4a) for our 
purposes : 

AM a(1—r) 


6) mV? : 





Thus the multiplier of equation (5) which expresses the relationship 
between a unit change in the quantity of active money and the 
resultant change in the total supply of money will be larger the 
smaller r and the larger a. It would appear that in most Western 
countries the cash-ratio (r) lies within the range of 7.5 and 20 per 
cent and the active cash preference ratio (2) somewhere between 
1/3 and 1 so that the multiplier of equation (5) should have a 
value between the limits of 1 1/3 and 12 1/3. On the assumptions 
postulated here, a decrease (increase) in the amount of active 
money of, say, { 100 must, therefore, cause an increase (decrease) 
in the total quantity of money of, at least, £ 133 and, at most, 
£ 1,233 (7). However, in a more realistic analysis of the present 


(7) In my previous article (op. cit.) I called this multiplier effect the “ Gambino-Effect ”. 
Correspondence with Professor Gamsino has convinced me, however, that he places great 
emphasis also upon induced or autonomous changes in a and p so that the term “ Gambino- 
Effect ” should be applied to any change in the overall cash preference ratio (¢) which leads 
to a change in the supply of money. 





Pee 
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problem our assumptions should be relaxed somewhat. For instance, 
C is unlikely to remain constant when Mi rises because the public 
and/or the commercial banks will be induced to sell short-term 
securities to the central bank in return for cash; on the other hand, 
when Mz is falling owing to slackening economic activity com- 
mercial banks may prefer to let their cash-ratio rise above the 
legal or customary minimum. 

Second, let us suppose that the quantity of active money 
remains constant (that is, AMi=o) and assess the effect of a change 
in the supply of cash upon the stock of money. By adapting equa- 
tion (4a) for this purpose we obtain: 


AM I 
(6) AC —s 


which illustrates that the effect of a given change in C upon M 
will be larger the smaller r. Equation (6) is thus a very simple 
“ Money-Creation Multiplier ” because it does not allow for a rise 
in the public’s cash-holdings; yet in spite of its simplicity it is 
appropriate if Mi does not change and if the public do not 
demand any passive cash. 

Finally, let us turn to an examination of the effects upon M 
of simultaneous variations in both C and Mi. For this purpose, 
equation (4a) has to be re-written as: 


(7) AM=AC : _am, 2@ = 


which illustrates that there may be a reduction in the total 
quantity of money in spite of a rise in the quantity of cash if 
the demand for active money — and, hence, the public’s 
demand for cash — rises sufficiently, if, that is in terms of 
equation (7), AC< AM: a(1—r). Further, the total quantity 
of money will remain unchanged: if AC=AMi a(1 —r) and rise 
if AC > AM: a(i—r). It is thus not possible to say much about 
the effect of simultaneous changes in C and Mi unless we have some 
information about the relative sizes of these changes. However, 
if we introduce the ratio of AM: to AC into our argument, denoting 
it by m, so that AM:i=mAC we can derive from equation (7) two 
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multiplier formulae which are extended versions of those in equa- 


tions (5) and (6): 
AM » e6@—") 








(8) AM: mr r 
AM 1 ma(1—r) 
(9) — r 


Thus equations (5) and (8) are identical if m=oo (that is, if 
AC =o) and equations (6) and (9) are identical if m=o (that is, 
if AMi=o). However, our model is incapable of determining the 
value of m because there is no direct causal relationship between 
AM, and AC; m is thus an exogenous variable which may have 
any positive or negative value and, hence, equations (8) and (9) 
may have any positive or negative value between the limits set 
by equations (5) and (6), respectively, and positive or negative 
infinity. 

To sum up: It has been the purpose of this section to modify 
the customary version of the “Money-Creation Multiplier” by 
means of substituting the active and passive cash preference ratios 
(a and p) for the overall cash preference ratio (c). In order to 
make our formulae somewhat more manageable we assumed that 
the public demand only active cash (i.e. p=o) and then we 
proceeded to develop two types of multipliers: The first (equa- 
tions (5) and (8)) measures the effects of changes in the quantity 
of active money upon the total supply of money whilst the second 
(equations (6) and (g)) relates variations in the stock of cash to 
those in the supply of money. Equations (8) and (9) show that the 
two multipliers may have values within very wide ranges even if 
the commercial banks’ cash-ratio (r) and the public’s active cash 
preference ratio (@) remain constant. It is submitted here that the 
versions of the “ Money-Creation Multiplier” presented in this 
paper are more appropriate than the customary ones because they 
are not based on the assumption of an autonomously determined 
and fairly constant overall cash preference ratio. 

One implication of the analysis of this section perhaps deserves 
to be mentioned since it was extensively discussed in the controversy 
between Professors Gambino and Schneider. Our multiplier in 
equation (8) is in the nature of an automatic stabiliser because the 
quantity of active money tends to vary directly with the degree of 
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economic activity: For instance, as economic activity slackens the 
public will reduce its cash-holdings and, thereby, enable the 
commercial banks to expand the volume of money. There is 
thus, in Keynesian terms, not only a reduction in the demand for 
money but also an increase in its supply both of which will act as 
stabilisers. 


V. The Liquid-Assets Ratio and Money Creation 


In recent years the concept of the liquid-assets ratio has come 
to the forefront in British discussions of the determination of the 
quantity of money. It is argued that the cash ratio is nowadays 
inoperative because commercial banks can always overcome a 
shortage of cash by reducing their holdings of bills and/or call 
money. Hence, since the commercial banks in England maintain 
a liquidity ratio of somewhere between 30 and 4o per cent, the 
quantity of money can be controlled effectively only by concentrating 
attention upon the supply of liquid assets (bills, call money, and 
cash) rather than upon the supply of cash because the latter is 
infinitely elastic at a given rate of discount owing to the Bank of 
England’s traditional function as “ lender of last resort” (8). 

A “Money-Creation Multiplier” in which the supply of 
money is based on the banks’ holdings of liquid assets can be 
derived in a fashion similar to that used in the previous section. 
Thus if the banks’ liquid-asset holdings are denoted by Ls and their 
liquidity ratio by » the supply of money is defined as: 


(10) M=C+— 


where it is again assumed, for the sake of simplicity that the public 
do not demand any idle cash (7.e. p=o and, hence, C:=0). As 
before we shall assume that Ci is proportionate to M: that is, 
Ci=aMi and since L.=L—L; where L is the total supply of 


(8) It is the purpose of this section to lend some theoretical support to Professor Gam- 
BiNo’s hypothesis in conditions in which the liquidity ratio is more important than the cash 
ratio. However, the argument is on a higher level of abstraction than Professor SayErs’s 
excellent description of the determination of the money supply in England (op. at. and 
Modern Banking, 4th edition, 1958, Chap. 9) and is thus not directly comparable with the 
latter. 
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liquid assets and L; the part that is held by the public we can 
re-write equation (10) as: 


(10a) tis 





Further, the public’s holdings of liquid assets (Li) consist of cash 
and other liquid assets which we shall call bills (Bi) so that: 
Li=aMi+B;. After introducing this identity into equation (10a) 
we obtain: 

(11) Me ea _M, a(1—n) 


n n 





so that the quantity of money depends upon the parameters a and 
n and upon the total supply of liquid assets (L), the bill-holdings 
of the public (Bi) and the demand for active money (Mi). The 
most direct and effective Government control of the quantity of 
money would thus be through a change in L and/or Bi (9). But 
this does not mean that changes in Mi are unimportant although 
they may, of course, be offset by compensating changes in B; 
and/or L. 

Let us now assume that neither L nor Bi change and examine 
the effects of changes in the quantity of active money upon the total 
stock of money. Equation (11) then becomes: 


AM ___a(1—n) 


(72) Ms 

which, since a@AMi=ACi, can be written as: 
AM _ s=s 
AC, n 


If n lies within the range of 30 to 4o per cent this multiplier will 
thus have a value between 2.3 and 1.5. Between 1950 and 1957 the 
quantity of cash in circulation with the public in the United 


(9) These two methods of control are described by Professor Sayers in Modern Banking, 
p. 228. However, theoretically B, should be zero; for commercial banks should purchase all 
available liquid assets even if they yielded a small negative rate of interest (i.e. if banks had 
to pay for the privilege of holding bills) because on their basis they could purchase profitable 
long-terms assets by simply creating money. Although B; is by no means zero in England 
a Government-inspired attempt to raise it may meet with difficulties. 
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Kingdom rose by about £ 600 million; in accordance with our 
argument this means that ceteris paribus the supply of money 
should have been reduced by some amount within the range of 
£ 900 to £ 1,400 million. In fact, the supply of money rose during 
that period by about £ 600 million (or, approximately 10 per cent) 
owing to changes in L, B; and n. Nevertheless it seems that the 
contractionary force of the cash withdrawals has contributed to 
keeping the volume of deposits fairly constant; for they constituted 
a continuous drain on the commercial banks’ reserves of liquid 
assets. On the other hand, no precise estimate of their effect can 
be given here because our model does not take account of various 
other factors influencing the supply of money and because the 
liquid-asset ratio (m) tends to be fairly flexible (over the period 
considered its monthly average fluctuated between the limits of 
39 per cent in 1950 and 33 per cent in 1955) (10). 

The analysis presented in this section may require some qualifi- 
cations if the public decide to hold less rather than more cash; for 
although the commercial banks can overcome a shortage of cash 
by selling bills to the central bank (directly or via the discount 
houses) they do not reduce excessive cash reserves by purchasing 
bills from the central bank but, instead, raise the level of deposits. 
Thus if the public reduce their demand for cash by AC; the rise in 
the quantity of money is not measured by equation (12a), namely: 


AM=AC: ~—” but rather by equation (5), namely: AM= 
Ac, 2" . 
1 





and, since the cash ratio (r) is smaller than the liquid- 


asset ratio (”) we may conclude that the expansionary effects of cash 
deposits are larger than the contractionary effects of cash with- 
drawals (11). 

To sum up: In the present section we have attempted to extend 
the concept of the “ Money-Creation Multiplier ” to an economy in 
which the commercial banking system regards its liquid assets as 
the factor limiting the volume of its deposits. It was argued that 


(10) However, our assumption that p=o is not important in this context. The with- 
drawal of any cash (active or passive) deprives the commercial banks of liquidity. 

(11) If the commercial banks adhere strictly to both r and n a reduction in the public’s 
demand for cash will, of course, entail a rise in the banks’ bill-holdings. 

The implications of changes in L and/or B; are not worked out here because. they are 
very similar to those of changes in the supply of cash discussed in connection with equation (6). 








392 Banca Nazionale del Lavoro 


even in such circumstances a change in the public’s cash preference 
is likely to have some effect upon the supply of money which may 
or may not be counteracted by other factors. Further, it is likely 
that a reduction in the public’s demand for cash is more effective 
in raising the supply of money than a rise is in reducing it; for, 
although the central bank is frequently used as the “ lender of last 
resort” it is not the “borrower of last resort” in the sense that 
commercial banks purchase (directly or indirectly) bills from it in 
order to relieve themselves of excessive cash reserves. 

The fundamental assertion made in the previous and the present 
sections is that variations in the public’s preference for cash are 
likely to occur according to some pattern and that they do have 
an influence upon the quantity of money. Yet there can be no 
doubt that the authorities can, if they wish, counteract or offset this 
influence; but it is not, therefore, unimportant. 


Vi. Cash Preference and Monetary Policy 


So far we have confined our attention to the effects of variations 
in the public’s preference for cash upon the supply of money. But 
our distinction between the active and passive cash preference ratios 
leads to another and, in the present writer’s view, very important 
corollary. In recent years disinflationary monetary policies have 
been limited in their effectiveness owing to the inability of authori- 
ties to prevent the activisation of passive money, to check, that is, 
the rise in the velocity of circulation (12). According to the analysis 
presented in this paper a rise in the velocity of circulation is 
accompanied — and, indeed, with given a and p is only possible 
owing to — a rise in the public’s demand for cash so that the 
authorities should be able to prevent the velocity from rising by 
controlling the issue of cash to the public. It would appear that, 
coupled with other restrictive measures, such a policy is more 
likely to succeed in reducing inflationary pressures than exclusive 
reliance on the control over the supply of money. But it should be 
borne in mind that a4 and/or p may change considerably under 


(12) The present discussion refers primarily to the experience in the United Kingdom. 
It is by no means asserted that monetary policy is inevitably the best disinflationary policy. 

Dr. THomas Witson also recommended the restriction of the supply of cash in order 
to control the velocity of circulation. See his: “ The Rate of Interest and Monetary Policy ”, 
Oxford Economic Papers, October 1957. 





The Public’s Preference for Cash 393 


the pressure of the scarcity of cash and that this policy may involve 
far-reaching institutional changes. Moreover, an inflationary policy 
of this type to prevent the velocity of circulation from falling is 
not possible because the public cannot be forced to hold more cash 
than they desire. 


Vil. Conclusions 


From the analysis presented in this paper it would appear that 
the public’s cash preference is rather more important than its place 
in contemporary monetary theory would indicate. An attempt 
was made, therefore, to elaborate (i) the pattern according to which 
the public’s cash preference ratio is likely to vary and (ii) the impli- 
cations of changes in that ratio. 

Whilst autonomous changes in the public’s demand for cash 
cannot be ruled out we found that the distinction between the 
active and passive cash preference ratios (¢ and p) — both remaining 
fairly constant over time — yielded results which are similar to 
the experiences of several countries in recent years, namely a 
positive correlation between the public’s (overall) cash preference 
ratio and the velocity of circulation. 

Two implications of the distinction between a and p were 
discussed. From the first we concluded that, no matter whether 
the commercial banks regard the cash ratio or the liquid-asset ratio 
as more important, changes in the public’s demand for cash are 
likely to have some influence on the supply of money; and this 
relationship acts as an automatic stabiliser: A rise in the velocity 
of circulation tends to cause a contraction of the money supply and 
vice versa. The second implication relates to the effectiveness of 
monetary policy: if a rise in the velocity of circulation is always 
accompanied by an increase in the supply of cash it may be possible 
to control the former by restricting the latter. Thus, since it tends 
to limit the rise in the velocity of circulation, a restriction on the 
cash supply may be necessary to support the more usual means of 
monetary policy. 


Liverpool FRANK BRECHLING 
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